INDEPENDENT OFFICES APPROPRIATIONS FOR 1953 


WEDNESDAY, MAY 7, 1952 


Untrep States SENATE, 
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS, 
Washington, D. C. 

The subcommittee met at 10 a. m., pursuant to recess, room I-37, 
The Capitol, Hon. Burnet R. Maybank (chairman of the subcommit- 
tee) presiding. 

Present: Senators Maybank, Saltonstall, Robertson, Cordon, and 
Thye. 

Senator Maynank. The committee will come to order. 


GENERAL ACCOUNTING OFFICE 
SALARIES AND EXPENSES 


STATEMENTS OF LINDSAY C. WARREN, COMPTROLLER GENERAL 
OF THE UNITED STATES; FRANK L. YATES, ASSISTANT COMP- 
TROLLER GENERAL OF THE UNITED STATES; JOHN F. FEENEY, 
EXECUTIVE OFFICER; FRANK H. WEITZEL, ASSISTANT TO THE 
COMPTROLLER GENERAL; ROBERT F. KELLER, ASSISTANT TO 
THE COMPTROLLER GENERAL; E. L. FISHER, GENERAL COUNSEL; 
ROBERT L. LONG, DIRECTOR OF AUDITS; WILLIAM L. ELLIS, 
CHIEF OF INVESTIGATIONS; AND JAMES P. McDONALD, OFFICE 
OF ADMINISTRATIVE PLANNING 


RECOMMENDED ACTION ON HOUSE CUTS 


Senator Maysanx. Before — this morning I would like to 


state for the record that Mr. Lawton called the chairman of the com- 
mittee up to see if the Jensen amendment applied to the White House 
and said that it would not be workable, in view of the fact that this 
was an election year and there will be a change in the Presidents that 
would make it impossible. He stated that when a new President came 
in, Whoever he may be, to handle the offices and the business of the 
White House, a number of the top executives would naturally be 
moved because of the change in Presidents, and they would place new 
people in those positions. 

We will hear first this morning from the General Accounting Of- 
fice. We have with us the Honorable Lindsay C. Warren, Comp- 
troller General of the United States, and his assistants. We are 
pleased to see you, Mr. Warren. 
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Without objection I will place in the record at this point the lette) 
addressed to me as chairman of this committee by the Conptroller 
General. 

(The letter referred to follows :) 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, April 38, 1952 
Hon. BurNetr R. MAYBANK, 
Chairman, Independent Offices Subcommittee, 
Committce on Appropriations, 
United States Senate. 

My Dear Mr. CriarrMaAn: Reference is made to your letter of March 17, 1952 
requesting that I inform you of the changes deemed absolutely necessary 
the independent offices appropriation bill for the fiscal year 1953, as reported 
by the House Committee on Appropriations, insofar as it relates to appropri: 
tions for the General Accounting Office. Since receipt of your letter, the bj 
has been passed by the House. However, no changes were made on the floor in 
the amounts recommended by the House committee for the operation of the 
General Accounting Office. 

For the fiscal vear 1952, there was appropriated for salaries for the operatic: 
of the General Accounting Office the sum of $29,894,000. The pay increase whi 
Was approved by the Congress in the fall of 1951 resulted in an increase in 
cost for salaries of $2,580,600. We found it possible to absorb $1,080,600. of 
this amount, and have requested a supplemental appropriation of $1,500,000 
Assuming the supplemental estimate will be appropriated, the amount available 
for salaries for 1952 will be $31,394,000. For 1953 we requested $30,100,000 
the estimates submitted to the Congress by the Bureau of the Budget. An add 
tional $350,000 for the establishment of ofiices abroad was requested at the 
time of our appearance before the House Appropriations Committee. Eve: 
with the increase for establishment of oflices abroad, our salary estimates fo. 
1953 are $944,000 less than the amount available to us for 1952. 

The General Accounting Office appropriation for miscellaneous expenses for 
1952 is $1,600,000, For 1953 we requested $2,125,000 in our estimates su 
mitted to the Bureau of the Budget, and an additional $150,000 from the Hous: 
committee to cover travel and other expenses of establishing offices abroad, 
The total increase in funds for miscellaneous expenses for 1953 over 1952 is 
$675,000. Most of this increase is for additional travel. 

The independent offices appropriation bill as passed by the House carrivs 
amounts of $28,600,000 for salaries and $1,835,000 for miscellaneous expenses, 
with a travel limitation of $1,000,000. These amounts represent reductions ot 
$1,850,000 in salaries and $440,000 in miscellaneous expenses. The effect of thie 
travel limitation is a reduction of $320,000 from the amount requested. 

In your letter of March 17, you point out the continuing disposition of the 
Congress to hold appropriations to a minimum. I am well aware of the feeling 
of the Congress and as you know, Mr. Chairman, there is no stronger advocate 
for economy in Government operations than I. In the administration of the 
General Accounting Office I have continually made changes in our operations j 
order to do a better job for the Congress and, at the same time, to perform ou 
work as economically as possible. In April 1946, the General Accounting Office 
had a peak of 14,904 employees. When we appeared before your subeommittes 
in April of last year, we had 6,934 employees. During the fiscal year 1952, we 
found it possible to make a further reduction in personnel. For the fiscal yeu 
1953, our budget estimates are based on an average of 6,560 employees. Thus, 
the reduction in the last 6 years is over 7,500 employees, exclusive of 779 e) 
ployees transferred to the Post Office Department in 1950, 

I must say, however, as I stated before the House committee, that if the Get 
eneral Accounting Office is to carry out its duties in the manner which the Con 
gress has the right to expect, I do not feel it will be possible to make any furth« 
reductions in personnel in the next several years. I told the House committee, 
and I repeat to you, I think a 6,500 figure is a rounding out of the number of em 
ployees the General Accounting Office must have to adequately perform its duties 

The action of the House on the appropriation for the General Accounting Office 
for the fiscal year 1953 would reduce our employees from an average number otf 
6,560 to an average of approximately 6,200. This reduction in the number of 
employees on top of the number I have already reduced over the past 6 years 
cannot be made without seriously affecting the work of the Office. As you know 
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the joint accounting program, which was inaugurated in 1947 by the Secretary 
of the Treasury, the Director of the Budget, and myself, and the Budget and 
Accounting Procedures Act of 1950, which provided the necessary legislative 
implementation of the program, placed upon the General Accounting Office a 
greater and more far-reaching responsibility in Government accounting and 
uuditing fields than ever before. The accounting and auditing improvements 
we have under way are bringing about large savings and even greater savings 
with result if our present policies and programs can continue unimpeded, I have 
no doubt that the reductions in appropriations made by the House, if allowed 
to stand, will seriously affect our work and in the long run the Government will 
lose any tiles any amount saved by those reductions. 

The General Accounting Office is following the policies laid down by the 
Congress in the Budget and Accounting Procedures Act of 1950. This means 
more and more emphasis on auditing Government financial transactions at the 
offices of the agencies where the records are maintained. On-the-site audits 
require much more travel than was necessary in the past. Based on experience, 
| tirmly believe, however, that audits at the site of operations are far more 
effective than a centralized audit in Washington. While travel costs of the 
General Accounting Office are increasing under decentralization of audits, the 
increases are far outweighed by the over-all savings to the Government, in 
that the agencies audited in the field are, in many cases, allowed to keep their 
records at the site of operations, thus avoiding maintenance of duplicate Copies 
and costly shipping charges for transporting original documents to Washington 
for audit. 

After submission of the budget estimates for 1953 to the Bureau of the Budget, 
I had several conversations with the chairman of the Independent Offices Sub- 
committee of the House Committee on Appropriations concerning the establish- 
ment of branch offices of the General Accounting Office abroad to audit and 
investigate expenditures by the United States in foreign countries. The magni 
tude of the expenditures being made by the Government in and for the assistance 
of foreign countries had been of great concern to me and for some time 1 had 
been giving serious consideration to having personnel of the General Accounting 
Office stationed abroad for the purpose of checking on the expenditures bein 
made, The preliminary plans necessary for the establishment of offices abroad 
are being worked out and we have concluded that additional funds over and 
above the amounts included in our budget estimates will be required to carry 
out this work during 1955. Of course, in connection with the establishment of 
offices abroad, additional travel funds, as well as funds for certain other admin 
istrative expenses, are required, It is noted that the House committee report 
which accompanied the independent offices appropriation bill stated that the 
establishment of foreign oflices by the General Accounting Office is of utmost 
importance at the present time to enable the General Accounting Office to keep 
check on programs abroad where so many American dollars are being expended 

Last year when I appeared before your committee, | requested the insertion 
of a provision in the appropriation language granting authority to the General 
Accounting Office for the classification of one position in grade GS-18, three 
positions in grade GS-17 and seven positions in grade GS-16, over and above 
the positions which had been allocated to the Office by the Civil Service Com 
inission under the Classification Act of 1949. The Congress authorized one 
additional position in grade GS-18, but only two positions in grade GS-17 and 
two additional positions in grade GS-16. The net result was to authorize the 
total of five additional positions in grades GS-16, 17, and 18, instead of the 11 
additional requested. 

The allocations which have been made as a result of the Classification Act of 
1949 and the authority granted to us by the Congress lust year still leave substan- 
tial inequities in the General Accounting Office, considering the responsibilities 
and the duties performed by a number of its key officials. This situation is 
also aggravated as a result of the numerous positions in grades GS—16, 17, and 
18, which have been authorized in other agencies. Aside from the inequities 
presently existing, it is extremely difficult to obtain and hold top people of the 
caliber needed by the General Accounting Office to perform its tremendous job 
as the agency of the Congress for checking Federal expenditures. When ap- 
pearing before the House committee, I requested that langauge be ineluded in the 
appropriation bill which would authorize the General Accounting Office to 
classify two additional positions in grade GS-18 and six additional positions in 
grade GS-16. 


95711—52———_62 
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The House committee, after considering my request, included the requested 
authority in the appropriation bill and the provision was approved by the House. 
I cannot urge too strongly that this authority for additional top-grade positions 
be approved also by your committee and by the Senate. I feel very strongly 
that the granting of this request will result in savings to the Government of 
tremendous sums in that it will enable the General Accounting Office to obtain 
and hold top-grade people of the caliber needed to do the type of job that we 
must perform. 

It is my considered opinion, after a complete and searching review of our 
budget estimates since receipt of your letter of March 17, that the amounts, 
both in salaries and in miscellaneous expenses, which we requested at the time 
of our appearance before the House committee are absolutely necessary in the 
publie interest and should be granted by the Congress. Likewise, the position 
allocation authority granted by the House is of extreme importance. I regard 
the reductions made by the House most seriously. Curtailment of the funds 
below the amounts requested will result in seriously delaying and reducing the 
effectiveness of every segment of the work of the General Accounting Office. Time 
is of the essence in the performance of any audit or accounting operation. Ac- 
cordingly, I request that the bill as reported to the House be amended by your 
committee as follows: 

Page 14, line 10, cross out “$28,600,000” and insert “$30,450,000.” 

Page 14, line 12, cross out “$1,000,000” and insert “$1,320,000.” 

Page 14, line 13, cross out ‘$1,835,000” and insert “$2,275,000.” 

I must request a hearing before your subcommittee on the proposed appro- 
priations for the General Accounting Office for 1953 at which time I will be glad 
to elaborate upon the explanations given in this letter or to furnish any infor- 
mation which your subcommittee may desire. 

Sincerely yours, 
LINDSAY C. WARREN, 
Comptroller General of the United States. 


PREPARED STATEMENT 


Senator Maysank. I note that you have a prepared statement, Mr. 
Warren. If you like, we will place that in the record at this point and 
you may proceed in your own way. 

(The statement referred to follows :) 


STATEMENT OF LINDSAY C. WARREN, COMPTROLLER GENERAL OF THE UNITED STATES 


Mr. Chairman and members of the subcommittee, I had hoped to use this 
opportunity to appear before your committee to discuss the work of the General 
Accounting Office in a general way. Due to the development on our appropria- 
tion in the House, however, I am forced to place the major emphasis on a 
request I dislike very much; namely, the full restoration of the amounts re- 
quested for the operation of the General Accounting Office for the fiscal year 
1953. 

Before going into our appropriation requirements for the fiscal year 1953, 
I want to mention briefly some of our programs and policies and some of the 
work the General Accounting Office is doing. The General Accounting Office 
today is far different from the General Accounting Office of 1940. While we 
are not perfect and still have a good way to go to achieve fully my conception 
of the purposes for which the Office was created, I think we have made remark- 
able progress in the last 12 years. 

Many changes have taken place under new legislation enacted by the Con- 
gress and as a result of the new approaches we have employed. We are now 
performing many of our audits at the site where the agency or project records 
are maintained, to an increasing degree on a comprehensive basis following a 
commercial pattern to the extent appropriate. This results in a broader cover- 
age, more effective results, less paper work, and reduced flow of documents 
into Washington. 

We have in suitable instances decentralized some of our claims settlement 
work. Our investigative work has shown added enthusiasm and vigor, resulting 
in searching and enlightening reports, and in large savings in Government 
expenditures. Accounting systems work has been placed on a new and high 
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plane under the joint accounting improvement program. The transportation 
audit work has been strengthened, not only by the devising and installing of 
new procedures, but also as a result of better understandings with the agencies 
and the carriers. 

The organization of the General Accounting Office has been changed to a 
considerable extent. Divisions and sections have been abolished, and others 
created to meet the requirements of the additional duties given us by the 
Congress and the new approaches we have developed to our work. The caliber 
of our personnel has been and is being changed to meet the demands of auditing 
the tremendous expenditures that are being made by our Government today. 

As a result of the joint accounting improvement program and of the pro- 
visions of the Budget and Accounting Procedures Act of 1950 and the Post 
Office Department Financial Control Act of 1950, action is being taken to im- 
prove accounting and effect simplifications on a Government-wide basis. Quali- 
tative improvements in agency accounting are being realized by cooperative 
efforts, and are resulting in more reliable and informative financial reporting 
and budgeting. We are continuing to broaden our work with the individual 
departments and agencies in the development of the basic accounting systems 
and related accounting improvements. 

The comprehensive audit, which I have mentioned to you on previous occa- 
sions, has heen extended to over 30 Government agencies or major parts of 
agencies, including some of the large field installations in the Department of 
Defense. We expect to have all significant operating programs in the civilian 
agencies under comprehensive or other site audit by June 30, 1953. The rate 
of progress will depend somewhat upon the speed with which we can get quali- 
fied people. It takes a high caliber of personnel to make this type of audit. 

The General Accounting Office has continually stressed the importance of 
reports to the Congress. Each year there has been a steady increase in the 
number of reports. At the same time, it has been gratifying to note that the 
Congress is utilizing the reports and the assistance rendered by the General 
Accounting Office to a greater extent each year. The number of reports sub- 
mitted to the Congress has increased 240 percent in the last 5 years. In 
addition, assistance was rendered in many cases on an informal basis, and 
personnel of the General Accounting Office have been assigned to committees, 
both on a full- and part-time basis. 

As a resuit of the activities of the General Accounting Office from 1941 
through March 81, 1952, there has been collected and put back into the Treasury 
nearly $775 million. This is over double what it has cost to run the Office 
during that period. Naturally, I am proud of this collection record, but I 
feel of greater importance is the work the Office is doing in the prevention 
of illegal or improvident use of funds without waiting to collect back what 
has been paid out illegally, and in improving accounting and auditing through- 
out the Government, both of which have saved a great deal of money for the 
taxpayers. 

During the last year, I have made a major organizational change in the 
General Accounting Office. In order to achieve balanced development and over- 
all guidance of the several auditing programs and for the coordination of our 
auditing activities, I established on May 14, 1951, a new position designated 
as Director of Audits. The Director was charged with authority and respon- 
sibility for the over-all planning, programing and correlation of the auditing 
work. 

Based on the results achieved by the Director of Audits, I soon came to the 
conelusion that all of the auditing divisions of the General Accounting Office, 
except the Transportation Division, which is engaged in a highly specialized 
field, should be consolidated into one division. I signed an order on January 
18, 1952, abolishing the Audit Division, the Corporation Audits Division, 
the Postal Audit Division, and the Reconciliation and Clearance Division, 
and transferring the functions of these divisions to a new Division of Audits 
headed by the Director of Audits. This was a transfer and realinement of 
the functions performed by four major divisions of the Office employing over 
3,400 people into one single division. The consolidation will achieve real econo- 
mies and will make for a better auditing job all around. 

For the fiscal year 1952 there was appropriated for salaries for the opera- 
tion of the General Accounting Office the sum of $29,894,000. The pay increase 
which was approved by the Congress in the fall of 1951 resulted in an increase 
in cost for salaries of $2,580,600. We originally thought it possible to absorb 
$1,080,600 of this amount and requested a supplemental appropriation of $1,500,- 
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000. Just 10 days ago, I advised the Bureau of the Budget that the supplemental 
appropriation could be reduced by $500,000. Assuming the supplemental esti- 
mate will be appropriated, the amount available for salaries for 1952 will be 
$30,894,000. For 1953 we requested $30,100,000 in the estimates submitted to 
the Congress by the Bureau of the Budget. An additional $350,000 for the 
establishment of offices abroad was requested at the time of our appearance 
before the House Appropriations Committee. Even with the increase requested 
for the establishment of offices abroad, our salary estimates for 19538 are $444,000 
less than the amount available to us for 1952. 

The General Accounting Office appropriation for “Miscellaneous expenses” 
for 1952 is $1,600,000. For 1953 we requested $2,125,000 in our estimates sub- 
mitted to the Bureau of the Budget, and an additional $150,000 from the House 
committee to cover travel and other expenses of establishing offices abroad. The 
total increase in funds for “Miscellaneous expenses” for 1953 over 1952. is 
$675,000. Most of this increase is for additional travel. 

The independent-offices appropriation bill as passed by the House carries 
amounts of $28,600,000 for “Salaries” and $1,855,000 for “Miscellaneous ex 
penses,” with a “Travel” limitation of $1,000,000. These amounts represent 
reductions of $1,850,000 in “Salaries” and $440,000 in “Miscellaneous expenses.” 
The effect of the “Travel” limitation is a reduction of $320,000 from the amount 
requested. 

I am well aware of the disposition of the Congress to hold appropriations 
toa minimum. As you gentlemen know, there is no stronger advocate for econ 
emy in Government operations than 1. In the administration of the General 
Accounting Office, I have continually made changes in our operations in order 
to do a better job for the Congress, and at the same time to perform our work 
as economically as possible. In April 1946, the General Accounting Office 
had a peak of 14,904 employees. When we appeared before your subcommittee 
in April of last year, we had 6,934 employees. During the fiscal year 1952, we 
found it possible to make a further reduction in personnel. For the fiscal 
year 1953, our budget estimates are based on an average of 6,560 employees 
Thus the reduction in the last 6 years is over 7,500 employees, exclusive of 779 
employees transferred to the Post Office Department in 1950. 

I must say, however, as I stated before the House committee, that, if the 
General Accounting Office is to carry out its duties in the manner the Congress 
has the right to expect, I think a 6,500 figure is a rounding out of the number 
of employees the General Accounting Office must have to adequately perform its 
duties, 

The action of the House on the appropriation for the General Accounting 
Office for the fiscal year 1953 would reduce our employees from an average 
number of 6,560 to an average of approximately 6,200. This reduction in the 
number of employees, on top of the number I have reduced in the past 6 years, 
cannot be made without serious!y affecting the work of the Office. The joint 
accounting program and the Budget and Accounting Procedures Act of 1950, 
which provided the necessary legislative implementation of the program, placed 
upon the General Accounting Office a greater and more far-reaching responsi- 
bility in Government accounting and auditing fields than ever before. Account- 
ing and auditing improvements we have under way are already bringing about 
large savings, and even greater savings will result if our present policies aud 
programs can continue unimpeded. I have no doubt that the reductions in ap- 
propriations made by the House, if allowed to stand, will seriously affect our 
work, and in the long run the Government will lose many times any amount 
saved by these reductions. 

As a result of the policies laid down by the Congress in the Budget and Ac- 
counting Procedures Act, more and more emphasis is being placed on auditing 
Government financial transactions at the offices of the agencies where the rec 
ords are maintained. On-the-site audits require much more travel than was 
necessary in the past. Based on experience, I firmly believe, however, that 
audits at the site of operations are far more effective than a centralized audit 
in Washington. While all travel costs of the General Accounting Office are in 
creasing under decentralized audits, the increases are far outweighed by the 
over-all savings to the Government in that the agencies audited in the field are, 
in Many cases, allowed to keep their records at the site of operations, thus 
avoiding maintenance of duplicate copies and costly shipping charges for trans- 
porting original documents to Washington for audit. 

After submission of the budget estimates for 1953 to the Bureau of the Budget, 
I had several conversations with the chairman of the Independent Offices Sub- 
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committee of the House Committee on Appropriations concerning the establish- 
ment of branch offices of the General Accounting Office abroad to audit and 
investigate expenditures by the United States in foreign countries. The magni- 
tude of the expenditures being made by the Government in and for the assistance 
of foreign countries had been of great concern to me, and for some time I had 
been giving serious consideration to having personnel of the General Accounting 
Office stationed abroad for the purpose of checking on the expenditures being 
made. 

Also, Senator Ellender, a member of this subcommittee, in a speech on the 
Senate floor on January 17, 1952, indicated his serious concern over the expendi- 
tures of our Government in Burope. The Senator had just returned from 
a tour of Western Europe, and some of the matters reported by him were 
shocking to all of us who have a genuine interest in economy of Government 
operations, 

The plans necessary for the establishment of offices abroad are now welt 
under way. We have had a team of six top-flight people in Europe for the 
past 6 weeks, and the preliminary reports I have received from them indicate 
a real need for the General Accounting Office representatives abroad. Of course, 
in connection with the establishment of offices abroad, additional travel funds, 
as well as funds for certain other administrative expenses, are absolutely 
necessary. It is noted that the House committee report which accompanied 
the independent offices appropriation bill stated that the establishment of 
foreign offices by the General Accounting Office is of utmost importance at the 
present time to enable the General Accounting Office to keep check on programs 
abroad where so many American dollars are being expended. 

Last year, when I appeared before your committee, I requested the insertion 
of a provision in the appropriation language granting authority to the General 
Accounting Office for the classification of one position in grade GS—18, three 
positions in grade GS-17, and seven positions in grade GS-16, over and above 
the positions which had been allocated to the Office by the Civil Service Com- 
mission under the Classification Act of 149. The Congress authorized one 
additional position in grade GS-18, but only two positions in grade GS-17 and 
two additional positions in grade GS-16. The net result was to authorize the 
total of 5 additional positions in grades GS-16, 17, and 18, instead of the 11 
additional requested. 

The allocations which have been made as a result of the Classification Act 
of 1949 and the authority granted to us by the Congress last year still leave 
substantial inequities in the General Accounting Office, considering the respon- 
sibilities and the duties performed by a number of its key officials. Accordingly, 
when appearing before the House committee, I requested that language be 
included in the appropriation bill which would authorize the General Accounting 
Office to classify two additional positions in grade GS-18 and six additional 
positions in grade GS-16. 

The House committee, after considering my request, included the requested 
authority in the appropriation bill, and the provision has been approved by the 
House. I cannot urge too strongly that this authority for additional top-grade 
positions be approved also by your committee and by the Senate. 

It is my considered opinion, after a complete and searching review of our 
budget estimates, that the amounts, both in “Salaries” and in “Miscellaneous 
expenses,” we are requesting are absolutely necessary in the public interest and 
should be granted by the Congress. Likewise, the position-allocation authority 
granted by the House is of extreme importance. 

I regard the reductions made by the House most seriously. Curtailment of 
the funds below the amounts requested will result in seriously delaying and 
reducing the effectiveness of every segment of the work of the General Accounting 
Office. Time is of the essence in the performance of any audit or accounting opera- 
tion. I must request that the cuts made by the House in the amounts for both 
“Salaries” and “Miscellaneous expenses” for the operation of the General Account- 
ng Office tor the 1958 fiscal year be fully restored. 


ORIGINAL BUDGET ESTIMATE 


Senator Maypank. As I understand it. you want three changes, Mr. 
Warren. What did you request the budget for ? 

Mr. Warren. We originally requested of the budget $30,150,000 
for “Salaries” and $2,125,000 for “Miscellaneous expenses.” After 
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submission of the budget to Congress we decided additional amounts 
would be necessary in connection with the establishment of offices 
abroad. When appearing before the House committee we requested 
that our estimates for “Salaries” be increased to $30,450,000 and 
“Miscelleanous expenses” to $2,275,000. 

Senator Maypank. And $1.320,000? 

Mr. Freeney. No; that is the amount for “Travel” within “Miscel- 
laneous expenses.” 

Senator Maysank. That is the “Miscellaneous” limitation. You 
say in your letter that they reduced your employees by some 300, as I 
remember it. Is that right? 

Mr. Warren. Yes, sir. 

Senator Maysanx. You further say in your letter that the General 
Accounting Office cannot carry out its duties under the law with this 

reduction, if it takes place. Is that right ? 

Mr. Warren. That is absolutely correct, Senator, and I say this 
very advisedly: That during the 12 years that I have been in office 
I consider this hearing the most critical insofar as the General Ac- 
counting Office is cone erned. 

Senator Maynanx. Has your business increased materially ? 

Mr. Warren. Very materially, a good deal of which stems from 
new duties placed on us by the Congress. 


NEW STATUTORY FUNCTIONS 


Senator Maypank. Will you cite a few of those new duties for the 
record? Let me ask you this: I also noticed in your letter to me, which 
I read some time ago, that you stated you had made large reductions 
in personnel of your own accord, and I heard you testify ‘to that effect 
last year. Would you review that again, when you get through with 
your duties, for the record ? 

Mr. Warren. In 1945 Congress passed the Government Corporation 
Control Act, requiring the General Accounting Office to audit annu- 
ally all Government ie SP This means an annual audit of 
some 64 Government corporations whose financial transactions run 
into billions of dollars. 

Senator MaypanKk. Did that include TVA ? 

Mr. Warren. Yes. 

Senator Maypanxk. The reason I asked that is because there was 
discussion among the various members of the Appropriations Com- 
mittee about the TVA. As TI understand it, they would have to go in 
there and the TVA would be checked by you. 

Mr. Warren. That is right. 

Senator Maypank. It was because everybody was objecting to the 
private audits they had around here. 

Mr. Warren. That is correct. And I might tell you gentlemen that 
we are practically current. on our audit reports on the Government 
corporations. They have all been audited. 

Under the Federal Property Act of 1949, the General Accounting 
Office is required to audit all types of property accounts and_trans- 
actions and to prescribe systems of accounting for property. This is 
a tremendous job and one that was never attempted before in the his- 
tory of our Government. 





INDEPENDENT OFFICES APPROPRIATIONS, 1953 981 


In 1950 the Congress enacted the Budget and Accounting Proced- 
ures Act and the Post Office Department Financial Control Act. 
These laws are considered as the most important pieces of fiscal legis- 
lation that have been enacted in the last 30 years. They placed upon 
the General Accounting Office a greater and more far-reaching re- 
sponsibility in Government accounting and auditing fields than ever 
before. 

I could go on with numerous other instances, but the laws I have 
just mentioned are the ones of major importance. 


PERSONNEL 


Senator Maysanx. During the passage of all of those laws that 
gave you additional duties, you, in the interest of economy, have re- 
duced your employees to the very bone in an effort to conserve the 
funds of the Government. Will you tell us for the record here now 
what you have done ?/ 

Mr. Warren. Senator, while Congress was putting the further 
duties on, us, we continually reduced personnel. In April 1946, we 
had a peak of 14,904 employees. The reductions made since then have 
been entirely voluntary on our part without any mandate from the 
Congress. We have done it by improving our methods and modern- 
izing the Office. We are asking for the next fiscal year for an average 
of 6,560 employees. Th: at represents a reduction since April of last 
year, when we appeared before you, of 374 employees, and since April 
of 1946 of 8,544 employees. 

Senator Maypank. In other words, you went from 14,904 in those 
vears to approximately 7,000 last year—or 6,900—and you have gone 
ahead this year again and reduced it before you went to the budget # 

Mr. Warren. Yes. Now, the House bill would cut us down to 6,200 
employees. I assure you, centle men, that while such a cut is disheart- 
ening, in the face of what we have done ourselves, it is only the second 
experience we have had along this line since I have been in office. I 
cannot, for the next few years at least, operate the General Account- 
ing Office with less than 6,500 employees and still adequate ‘ly per- 
form our duties. We have made solid commitments to approxim: sele 
150 men who will graduate from college in June to come into our 
office on July 1. They will be graduate accountants, but, of course, we 
will have to then indoctrinate them and train them. If the cut is 
allowed to stand it would certainly mean the cancellation of those 
commitments, 

Senator Maybank. Is that the usual way you do, make these com- 
mitments the first of each fiscal year for those college graduates in 
accounting? Is that where you get your men / 

Mr. Warren. Yes, we are getting many of them right from col- 
lege. 

Senator Maypank. There are practically no accountants available, 
according to the testimony that has been given us here. Or, rather, 
I would not say they are not available, but they are awfully hard to 
engage, there are so many firms that are looking for accountants. 

Mr. Warren. That is correct. We could use 250 first-rate ac- 
countants this very day if we had them. The work we are doing now, 
and the transition that has been made in our office calls for that type 
of employee. 
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OVERSEAS OFFICES 


Also, we are making plans for setting up offices in Europe and in 
Japan. 

Senator Maypank. Is that included in the House bill ? 

Mr. Warren. Yes. We have had a survey team in — for the 
last 6 weeks working on the plans. Our idea is to set up an office 
over there about the Ist of July. Another survey team will leave 
within the next week or two for Japan. 

Senator Maynank. For the record will vou tell us what that office 
over there is going to do, just briefly ? 

Mr. Warren. We will make investigations and audits, I am con- 
vineced we will strike pay dirt. I think that we all realize that. 
The preliminary reports that are coming in to us convince me 
the expenses that will be involved in setting up offices abroad will be 
more than iustified. 

Senator Ellender, a member of this committee, made quite a state- 
ment last January after a visit to the countries of Western Europe. 
He pointed out some things which are shocking to those of us who are 
trying to achieve a little economy in Government. Mr. Thomas of 
Texas, the chairman of the House subcommittee. did likewise. 

Senator Maysank. I would like to ask if that is principally to check 
on the mutual aid funds. 

Mr. Warren. Mutual aid will be one of the fields. Also, the Defense 
Establishment is spending large sums abroad. 

Senator Maynank. That is right. 

Mr. Warren. Could T give you one illustration of ECA ? 

Senator Maynank. Yes. 


REFUND FROM FRANCE 


Mr. Warren. Asa result of our checking into foreign surplus prop- 
erty we learned about the return of ECA-bought steel to this country 
and reported the facts through customs to the U nited States of Amer- 
ica, Who now have obtained a refund of $291.371.80 from the French 
Government. A French company was dining steel plates back to 
the United States which had originally been furnished by ECA. The 
French readily admitted the impropriety and gave the United States 
a check in refund. It is those kinds of things that we go into. 

Senator Maynank. I have heard of a lot of things along that line. 
IT am glad you put that in the record. I have received letters from 
people at home. As a matter of fact. I received a letter from some 
steel people at home and they told me that some of the steel came into 
Charleston and they had competition with it. He did not mention 
the company name. They told me that some had come in there and 
they we - selling it to the people and he was not allowed to sell to those 
people, | ecause under the NPA rules it was all allocated. He wrote 
to me, and I did not have any way to find out except I was told it was 
through the ECA. and I was told some time later on that that was the 
truth. So it must have been something in connection with your in- 
vestigation. You say that you got the name of the steel and found 
that is was steel that we had shipped to the French under ECA and 
was being resold in this country, and it was my understanding that it 
was sold at a big profit; is that right? 
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Mr. Warren. Mr. Ellis can give you the details. 

Mr. Exuis. I do not know how big a profit. 

Senator Maypank. This is what the steel man told me. He said 
he was limited in his sales by the National Production Authority, and 
he was limited as to whom he could sell it to by the National Produc- 
tion Authority, and that these people sold the steel to the papi that 
he was not allowed to sell it to who were his regular customers, because 
of the National Production Act and that they got more money for it 
That is all I know, what he told me. 

Mr. Exuis. It would not have been our business to inquire into the 
profit. That is why we do not know about the amount. 

Senator Maysank. That is what he told me. I hardly believe it 
when I heard it. 

I did not mean to interrupt you. 

Senator Savronsiatn. May I ask one question ? 

Senator Maybank. Certainly. 


DISPOSITION OF REFUND 


Senator Sarronsrauu. Is it true that there is a refund of that 
character on ECA funds the money that is refunded goes back into 
the ECA cong credited to that country / 

Mr. Lone. I do not know whether that happened in the transaction 
just mentioned but it could be. It would depend on several factors 

Senator SaALTONSTALL. So that when we save, so to speak, money 
on ECA by checking up on irregularities, that money will be addi- 
tional money to be spent for the benefit of the country which pro- 
duced the irregularity. 


Mr. Lone. That could happen. 


COLLECTIONS OF ILLEGAL DISBURSEMENTS 


Mr. Warren. I think I should also put in the record, Mr. Chair- 
man, that during my tenure as Comptroller General we have collected 
and put back into the Treasury, up to April 1, 1952, $775 million that 
had already been paid out either illeg: lly or erroneously. That, of 
course, is over twice what it has cost to run the office duri ing that period, 

Senator MAaypank. If that cost of ope ration had not bee hh put out, 
and we had not had this function, instead of it being S775 million it 
might have been S775 billion. 

Mr. Warren. We, of course, agree that our work serves as a power- 
ful deterrent. 

I could tell you of many instances where corrective action has been 
taken before the money was paid out. 

Senator Maypank. Senator Saltonstall, did you have a question ? 


PERSONNEL REDUCTION 


Senator SavronsTath. Summed up, Mr. Warren, is this not what 
you are asking for: You ask ag 6,500 employees. The House cut you 
to 6,200, and you would like to have $1,850,000 put back into the 
salaries so that you can carry ene force at a minimum of 6,500 
employees ? 

Mr. Warren. That is correct. 
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_Senator Sarronsratn. The House gave you eight additional posi- 
tions, two in grade GS-18 and six in grade GS-16; is that correct ? 

Mr. Warren. Yes, sir; and they did that after the fullest study. 

Senator SarronsraLL. And that was a part of the request that you 
did not get last year ? 

Mr. Warren. In part, Senator, and I would appreciate more than 
I can say if you will accept the House version of that because it is so 
necessary. 

Senator Sauronstratu. If we give the $30,450,000 which you re- 
quested by restoring the $1,850,000, will that include enough money 
for the salaries of these additional people # 

Mr. Warren. Absolutely. 

Senator SauroNsTatu. And is there any legislation necessary for 
us to include those positions? 

Mr. Warren. The legislation appears in the House bill. 

Senator SALTONSTALL. So all you want from us is to restore the 
$1,850,000 2 

Mr. Warren. For salaries. 

Senator Sauronstauy. For salaries. In addition to that you want 
us to restore $440,000 in travel and miscellaneous expenses ¢ 

Mr. Warren. That is correct. 

Senator SavronsranL. That would give you your travel money and 
give you what you think is necessary in the miscellaneous expenses ? 


TRAVEL LIMITATION 


Mr. Warren. Yes, but the limitation on travel should be stricken 
or increased. 

Senator Sarronsratt. And strike out the limitation on travel ? 

Mr. Warren. Yes. 

Senator Savronsrati. So that if we put back the $440,000 and strike 
out the limitation of travel it gives you what you want? 

Mr. Freney. Or increase the travel limitation from $1,000,000 to 
$1,520,000, Senator; either way. 

Mr. Warren. May I say this about that, and we say it with some 
pride down there: There is absolutely no abuse of travel in the Gen- 
eral Accounting Office, gentlemen. We have that well in hand and 
well checked. But our program that Congress has unanimously ap- 
proved and which has been endorsed strongly, both in and out of the 
Government, calls for travel, because these audits are going to be 
made on the site, and the compensating benefits involve large savings, 
because the agencies do not have to ship their records into Washington 
at great expense for audit, storage, and so forth. We are doing 
our work on the site of operations. 

Senator Maynank. I have no further questions, unless you do, 
Senator. 

Senator Savronstauy. [have a few questions. 

Senator Mayrank. The only thing I was going to ask Mr, Warren 
to do before the hearings are closed is to enlarge a little bit on one 
point in a letter in connection with the House hearings where you 
cite examples on the recent reports on specific departmental activities 
such as excessive expenditures for the benefit of welfare activities 
and where they sold meals at the veterans’ hospitals at less than cost. 
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I would like to ask you right now, are there any other cases besides 
those that you cited in the House hearings? 

Mr. Warren. I have quite a list here. Some of them are not in 
the House hearings. 

Senator Mayspanx. Would you mind putting that in the record? 

Mr. Warren. I certainly will. I have quite a list. 

(The information referred to follows :) 


Some of the forms of waste we have found and reported are listed below. I 
am glad to say we have succeeded, in some cases, in having corrective action 
taken. These pipelines for siphoning off our tax money included overstaffing 
and poor utilization of personnel, excessive procurement, exorbitant prices for 
supplies and equipment, general poor management, and activities unjustifiable 
to any objective person not on a Government payroll. Sometimes the money 
goes out through overpayments to contractors. Sometimes it fails to come in 
because of undercollections by Government agencies for services rendered. 
sometimes it is frittered away through failure to take care of Government prop- 
erty. The following cases will give you a bare idea of what can be done to 
contribute to more efficient and economical Government. 

We are ealling attention to instances such as the “Palm Beach of the Gulf,” 
an Army recreation center for military personnel, involving an expense of 
$350,000, which was closed by the Secretary of Defense after receipt of our 
report. Then there was an Indian irrigation project out West where the Gov- 
ernment’s investment of $6,500,000 was not being protected because of the low 
charges for water and the failure to collect amounts assessed. When this case 
was called to the attention of the Secretary of the Interior, he took prompt 
action to increase rates to a more realistic level. In another field, we had to 
question the departments about nearly 1,000 out of 5,000 accounts of single offi- 
eers in the armed services claiming dependent parents. Where recoveries have 
been made, they average $1,700 per case. <A few first-class court martials would 
soon put a stop to this outrageous situation. In still another case, our auditors 
several years ago discovered over $2,000,000 worth of property the former 
Maritime Commission didn’t know it owned. In fact, it didn’t even know it 
owned the warehouse in which the property was stored. 

We made several reports on the Maritime Commission, and, while supported 
by the Congress, we were not able to get much done by the agency. Then in 
1949 we made a special report on subsidies, for which we were very roundly 
denounced by interests favorable to the Commission. There was a _ hearing 
under the leadership of Representative Hardy, of Virginia, which exposed the 
situation very thoroughly. The report was sustained 100 pereent by the Con- 
gress. We have been told that the report and the hearing that followed were 
the cause of the abolition of the old Commission. 

Just a few weeks ago, the Federal Maritime Board made known the recaleula- 
tion of the construction differential subsidy in connection with the sale of the 
Independence and the Constitution to the American Export Lines. The subsidy 
was reduced from 45 to 27 percent. This means the governmental subsidy of 
these two ships will be some $12,000,000 less than that which would have re- 
sulted had the construction differential been based upon the findings of the old 
five-man Maritime Commission. The joint action of the General Accounting 
Office and Congress will result in a saving of $12,000,000 to the taxpayers. 

We recently reported to Congress a case where the RFC agreed to lease 
and rehabilitate a privately owned butylene plant at Corpus Christi, Tex., to 
be operated by a private contractor. This plant was originally constructed 
by RFC in 1944 at a cost of approximately $8,000,000, In 1948 it was declared 
surplus and turned over to General Services Administration for disposal. GSA, 
on January 6, 1950, accepted a bid of $756,000, and on May 1, 1950, formally 
transferred the property to the purchaser. REC, in October 1950 agreed to lease 
the plant at an annual rental of $200,000 until June 30, 1952, with the privilege 
of a 2-year renewal; to rehabilitate the facilities; and to construct a new gas- 
recovery unit. The estimate of cost to put this plant back in operation was 
$1,000,000, but the cost incurred to June 30, 1951, was $2,400,000. In other 
words, the Governmnet owned an $8,000,000 plant, sold it for $756,000, leased 
it back for $200,000 per year, and rehabilitated it to the extent of $2,500,000— 
all in the matter of few months. 
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Recently you have heard about the grain-shortage cases involving grain 
stored in private warehouses by the Commodity Credit Corporation. An interim 
report was made by the General Accounting Office to Congress on January 11, 
1952, indicating an estimated shortage in just one geographical area of $3,800,000. 
That was in the Dallas area. The shortages are the result of conversion of 
grain placed in the warehouses and spoilage of grain through improper care. 
The ultimate losses will depend on what the Department of Agriculture can 
recover from warehousemen and others, but, based on what we found there, 
we are expanding our investigation into other locations. I sent another report 
to Congress this week pointing out a very serious situation concerning grain 
purchases by the Commodity Credit Corporation. The report indicates the 
Corporation dissipated an estimated $500,000 to $1,000,000 as a result of its pur- 
chase actions, 

The General Accounting Office conducted an extensive survey of the Veterans’ 
education program under the 1944 “GI bill of rights,’ and a report was sub 
mitted to Congress last July. It was published by the Committee on Veterans’ 
Affairs as House Committee Print No. 160. The things we found were shocking. 
The survey disclosed that questionable practices existed at approximately 65 
percent of the institutions and establishments examined, resulting in excessive 
subsistence allowance to veterans and overpayments for tuition, tools, books, 
and supplies to institutions, totaling millions of dollars. In some cases, fraud 
was uncovered, resulting in indictment and subsequent conviction of those 
responsible. In all, $50,000,000 of questionable.payments were disclosed, entirely 
aside from $40,000,000 paid out as a result of an administrative policy on leave 
for veteran trainees. Approximately $10,000,000 has been recovered so far 

A little over 2 year ago GAO investigators learned that a great deal of 
material declared surplus by our military forces in foreign countries was being 
reimported into the United States. Most of it was automotive equipment, 
including such items as tractors, motors, and heavy trucks. Surplus dealers 
in foreign countries were purchasing this material and shipping it to the United 
States where it was being resold to dealers and sometimes even back to the 
Government. 

After hearings, the Bonner subcommittee of the House Committee on Expendi- 
tures pointed out the facts to the Secretary of the Army, who ordered freezes 
of certain surplus material, looking toward recapture of usable items. Sub- 
stantial quantities of materials have been recaptured. GAO representatives, 
on a quick trip to Europe with the Bonner subcommittee late last year, found 
that notwithstanding the freezes a great deal of valuable material was in the 
hands of disposal agents. For example, two warehouses bulged with vast stores 
of electronic eq tipment, new copper cable, and a multitude of other items 
generally known to be in short supply. This was brought to the attention of 
the military agencies so that more effective action might be taken to recapture 
this valuable material. The Army recently advised us of the reactivation of 
nearly $1,000,000 worth of this material. 

Away back in 1942 the attention of the General Accounting Office was turned 
to the many concessions, restaurants, and cafeterias operating rent-free in the 
Pentagon. This and many like cases were reported to Congress in August of 
1948. It has taken some time to get the point across, but as a result of our 
report an entirely new arrangement was instituted by the Secretary ot Defense 
for the Pentagon operations. In just the first 20 months of the new system 
more than $172,000 in rent, and $150,000 more for power, steam, light, upkeep, 
telephones, and the like—a total of $3820,000—has been paid into the Treasury, 


BASIS OF TRAVEL EXPENSES 


Senator SavronstaLy. May I ask this one question on on amounts 
You said on the basis of 6,500 employees you need $1,320,000 for 
travel so you can conduct audits on the site, so to speak. 8 

Mr. Warren. Yes: and that includes Eurppe and Japan, too. 

Senator SALTONSTALL, Is that on the basis of experience or on the 
basis of your estimate / 

Mr. Warren. Senator, I can assure you that it is on the basis of 

actual experience. 
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Senator SarronsratL. What you are asking for then is what you 
think is the minimum of travel to do your work efficiently ? 
Mr. Warren. I assure you that is correct. 


MILITARY EXPENDITURE LIMITATION 


Senator SarronstaLL. With the permission of the chairman, may 
I ask just these few questions that are not strictly in the line of your 
budget request, but the chairman and I are both members of the appro- 
priation subcommittee for the Defense Department. 

The big issue that the Defense Department makes with relation to 
its budget is a $6 billion cut in expenditures, or a limitation of $6 
billion less on expenditures for the fiscal year 1953 than the Defense 
Department requested. In other words, there is a cut from $52 billion 
of estimated expenditures to a maximum ot $46 billion. That is what 
the House did. The principal argument of Mr. Lovett and the other 
Secretaries and the Joint Chiefs of Staff is to put back that amount 
or strike out that limitation of expenditures. Do I make myself 
clear ¢ 

Mr. Warren. Yes. 

Senator SavronstaLy. Very well. Now, my question is, What will 
be the obligation of the Government if defense contracts are made 
in excess of the $46 billion limitation which the House has written 
into the defense bill? 

Mr. Warren. Senator, I do not know whether you have seen our 
letter on that or not which has been circulated rather widely. We 
have sent a letter to the two committees at their request. We have said 
that the limitation would not accomplish what Congress wants to do, 
and have therefore opposed it. 

1 would like for Mr. Weitzel who has handled that matter to answer 
that in full for you now. May he do that ? 

Senator Sarronsraty. Yes. I have not seen that letter. 

Senator Maysank. He is getting the letter. 

Senator SauronsraunL. The testimony indicated that to cut that 
$6 billion they would either have to cut the stre mais of the Armed 
Forces, which in later testimony they said would not accomplish it 
because they would not be able to get rid of the men fast enough with 
their leave pay, and so forth, to do it, or to cancel contracts. Now, 
as I see it, my question goes into whether there would be damages in 
cancellation of those contracts or whether they can be stretched out. 

The Defense Department argues that they cannot be stretched out 
and that it would result in buying an airplane without any engine 
in it or buying engines without any pistons in them, and so forth. 

Mr. Weirze.. Mr. Chairman, in Mr. Warren’s letter to Chairman 
Cannon, dated April 29, 1952, a copy of which was sent to Chairman 
McKellar, Mr. Warren points out the difficulties that would be encoun- 
tered in the administration of the Smith-Coudert amendment, section 
638 of the Defense Department appropriation bill as passed by the 
House. 

[ think that the important thing to remember in this is a limitation 
on expenditures over and above the limitations on appropriations in 
the bill itself. In other words, it reaches back to expenditures during 
the fiscal year 1953 under prior-year appropriations for goods and 
services furnished under contracts and commitments already made in 
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prior years. And that places the Department in the position of having 
to put a dual or extra control on financial transactions. In other 
words, they would not only have to have a control over obligations 
incurred under current appropriation authority, but as well a control 
over cash payments made as a result of prior and current year obliga- 
tions, and, third, a control as to the time goods or services are to be 
delivered in a given fiscal year. These two additional controls would 
very materially increase the expense of accounting in addition to the 
problems and difficulties of administration which would be encoun- 
tered within the Department of Defense in enforcing this limitation. 

In other words, Congress has already exercised its control in making 
the appropriations to ‘the Defense Department, and the Defense De- 
partment has carried out the will of Congress, presumably, in making 
obligations under those appropr iations. Now, if C ongress comes 
along and says, “Notwithstanding prior appropriations, and notwith- 
standing all the appropriations in this current appropriation bill, you 

cannot make total aggregate net payments in excess of $46 billion 
ie ing the fiscal year 1953,” that means that the Defense De partment 
will either have to adjust its receipt of goods and services or not pa) 
for them as received. So that if they have a contract for 3,600 air 
planes and they find that paying for those airplanes, if they are deliv 
ered during the fiscal year 1953, causes them to exceed the $46 billion, 
they would have no choice but to, first, postpone delivery or refuse to 
accept delivery of the airplanes, or, second, not pay for them as they 
are delivered. 

Conceivably, they could stretch out deliveries if they could get the 
cooperation of the manufacturers. Assuming the complicated. prob- 
lems of assembly-line production and tooling-up and planning all the 
way back to the original letting of the contract, even if the contractors 
could cooperate, that undoubtedly would dislocate the program | 
procurement of military necessities during the fiscal year 1953. If th 
manufacturers will not cooperate, the Defense Department then, in 
order to keep within the limitations, might have simply to cancel th 
contracts. That, undoubtedly, would subject the Government to lia 
bility on termination of the contracts. There is provision for settling 
that liability, but there would be a liability. 

Senator Savronstat.. Are you through? 

Mr. Werrzev. I would like to say that we would be glad to put this 
entire letter in the record, and there is a very import: int point that J 
do not think was considered in the House, and that is that Congres: 
itself would lose some of the control that it is exercising in passing the 
separate appropriations for the various activities of the Department 
of Defense. If you have as much as a $4 billion to $6 billion leeway 
in expenditures to be made, somebody has got to exercise the determi 
nation as to what the money is to be spent. for, and regardless of the 
fact that you might appropriate so much money for troops, so muc h 
money for airplanes, so much money for battleships, the Secretary of 
Defense or the President or the Budget Director will have to determine 
how much money of each appropriation is going to actually be spent 
during 1953 in order to keep within the over-all expenditure limitation. 

Senator SavronstaLt.L. Let me ask you this question, and please 
answer “Yes” or “No” if youcan: You have given the background for 
answering it and I would like the specific answer. What will be the 
obligation of the Government if defense contracts are made in excess 





INDEPENDENT OFFICES APPROPRIATIONS, 1953 O89 


of the $46 billion limitation which the House has written into the 
defense bill? You have answered that in three broad ways. My ques- 
tion is: Will these contracts have to be renegotiated ? 


FUTURE CONTRACT DELIVERIES 


Mr. Werrze.. I would say, subject to checking by our general coun- 
sel, Mr. Fisher, that the limitation being on expenditures is not a limt- 
tation on the amount of contracts that can be let. So that the Defense 
Department could continue to go on and let contracts which would 

call for total deliveries together with all the other services to be pro 

onal. and the personnel to be paid, which would cost more than $46 
billion, because you are not cutting the amount of the ap propr lation, 
you are only cutting the amount to be expended during 1953. 

Senator Savronsrauy. Therefore, if they have done that alre ~ady in 
anticipation of 1953, and do not want to reduce the number of troops, 
but want to get the cut back in contracts, in payments on production, 
they woul | have to renegotiate the contracts or pay the penalty ¢ 

. Werrzen. That depends on their administrative situation, and 
I bre Ahab that information has been furnished by the Department 
of Defense as to how far they are committed on contracts and on their 
troop program. But assuming that under prior year appropriations 
they have already obligated X dollars and that they will need X dol- 
lars more to pay for the troops, and the maintenance of those troops, 
the pay of the troops, and so forth, during the fiscal year 1953, they 
will have to make the necessary adjustments either by terminating 
contracts or by cutting out other types of expe nditures in order not 
to spend actual cash more than $46 billion during 1953 

Senator Savronsratn. Assume, for instance, that you were a con- 
tractor and I was the Government and I made a contract with you and 
you based your contract price on the fact that you were going to run 
two shifts, we will say, to make those goods and to make the deliveries 
Your profit was based upon keeping your machinery going 16 hours 
a day instead of 8 hoursa day. Then assume that this limitation would 
make it possible for you to only operate one shift a day so as to stretch 
it out. 

It would be quite likely that if that were so you would not be able 
to do that and make the profit that you had calculated on, or make the 
price to the Government that you had calculated on. Is that not 
correct ¢ 

Mr. Werrzet. I would say that the delivery schedule, if a firm 
delivery schedule was set out in the contract, would certainly be a 
significant factor. If a change were made in the delivery schedule, 
either to accelerate deliveries or postpone deliveries, it might very 
well become the subject of a claim by the contractor for an adjustment 
in the — 

Senator SauronsraLu. What has really happened here is that Con- 
eress has always dealt in appropriations in terms of appropriations 
and not in terms of expenditures. Now, when it is dealing with ap- 
propriations and expenditures it is getting into difficulties in dealing 
in two different sets of figures. Is that not about it? 

Mr. Werrzev. That is absolutely correct, Senator. Congress has 
traditionally exercised its control over public spending through the 
appropriation process, by appropriating a given amount for obliga- 
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tions. Now, if the appropriation act comes along and on top of that 
limitation on obligations imposes another limitation on expenditures 
after the obligations have been incurred, I think you can readily see 
the complications that will be encountered and the difficulties in ad- 
ministering it as well as the terrific increase in accounting costs to 
apply those limits. 


ACCOUNTING PROCEDURE 


Senator SALronsTaLL. What the Congress should do is to order Mr, 
Warren and your Department to put in a bookkeeping system on an 
accrual basis rather than the expenditure basis, a cash expenditure 
basis, which it is now on; is that not right? If it wants to do this it 
should put in a new accounting system on an accrual basis, and it will 
accomplish the same result. 

Mr. Werrze.. The present system is on an obligation basis, pri- 
marily, from the standpoint of appropriation control. However, a 
good deal of progress has already been made in a number of agencies 
in coordinating with such appropriation control the accounting for ex- 
penditures and costs on the accrual basis. This is reflected in the latest 
annual report on the joint-accounting program. For example, in the 
case of certain commercial-type or manufacturing-type installations 
we are working with the Department of Defense to put in an accrual- 
accounting system which will take account of cost of goods and serv- 
ices when delivered or used. 

Senator SavronstraLtL. That is a performance budget so to speak. 

Mr. Werrzet. That is more nearly like the accrual basis envisioned 
in the true performance budget. However, as Mr. Warren points out 
in his letter to Chairman Cannon and as he has pointed out many, 
many times, the time to exercise control in Congress is the time the 
money 1s appropr iated. Noone has been more a champion of reducing 
expe mditures in every way possible and balancing the budget than Mr. 
Warren has. So Tam sure this committee will not take the view that 
Mr. Warren is trying to interfere with the achievement of economy. 
What he is saying in this letter is that this is not the way to achieve it. 
We are going to spend more money on administration, and, in the long 
run. if Congress does not reduce the appropriations, they are going 
to be available for spending, and will be spent, although over a longer 
period of time. 

Senator Savronstraui. I have one final question on this subject. 

What we are up against in Congres is this, are we not: The books of 
he Government are kept on an expenditure or a cash-expenditure 
basis. Therefore, if we do not cut the expenditures i in the fiscal year 
1953 we are going to run into a substantial cash deficit because our 
receipts will not be enough. But what we can do, if we face that 
deficit in 1953, is to cut the appropriations that will be spent in 1953 
and 1954 so that when we come forward on the cash basis in the fiscal 
year 1954 we will have a reduced amount of cash expenditures because 
ve have cut the appropriation for 1953 

Mr. Werrze.. That is correct, Senator. The budget, of course, 
includes figures on estimated receipts and estimated expenditures for 
the budget year, but that is a less controllable figure than the figure 
with which the appropriations committees deal, which is the obliga- 
tion figure, the amount of the appropriation, so that if you do not 
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appropriate the money for the fiscal year 1953, that is a dollar that you 
know is not going to be spent in 1953: whereas you have already ap- 
propriated money in the years 1951 and 1952 which will be spent 
in 1953, and which would cause considerable disruption in the fiscal 
machinery of the Government not to be spent in 1953. So that the 
time for Congress to exercise the control is when the appropriation 
is made. 

Senator Savronsraun. So that ultimately what we have got to do 
is to face the facts, if we have to debate this question, that we are 
voing to have a bigger deficit in 1953, fiscal 1953, because we strike 
out, we will say, this House limitation of $6 billion, but we will have 
, smaller deficit in 1954 because of otr action now. 

Mr. Werrzet. And if you cut the appropriation for 1953 you will 
automatically reduce some of the expenditures for 1953 because many 
of the expenditures are made in the year for which the appropriation 
ismade. In an office like the General Accounting Office there would 
be little difference, because most of our money is spent for salary and 
travel expenses. But it is when you get into the big constructing 
ind procurement departments like the Defense Department that you 
will undoubtedly have a lag. It is undoubtedly true that you will 
have a cash deficit in the budget if your receipts do not equal your 
expenditures. 

Senator Sauronsrati. On the basis of the Defense Department’s 
own statements of the $54 billion budget that they request, only $20 
billion plus will be spent in the fiscal year 1953, so there will be a lag 
of about $34 billion. 

Mr. Werrzen. I do not recall the exact figures, but that sounds 
easonable. 

Senator Maypank. Have you pri with that problem ? 

Senator SavronsTaLui. Yes. I do have another question on some- 
thing else that I would like to ask, with your permission. 


DIRKSEN AMENDMENT 


Senator Maysank. Before going to something else I would like 
to ask this question: As I understand it, as a subcommittee member 
of the Treasury and Post Office Subcommittee, the Dirksen amend- 
ment that was made in the Senate was somewhat similar to the House 
inendment; is that right? 

Mr. Werrzet. That is correct, Mr. Chairman. At the request of 
Chairman Kilgore we are studying that question and we hope to have 
i reply up soon. 

Senator Mayspank. I understand. The chairman talked to me 
ibout it. As I understand it, the same thing will apply to the Coast 
(iuard and other agencies under the Treasury that apply to the armed 
services under that amendment, in substance. 

Mr. Werrzet. So far we have not seen much difference between 
the Dirksen amendment and the Smith-Coudert amendment, except 

e Dirksen amendment does not include the word “net” which there- 
fore raises the question as to whether there is a limitation on gross 
expenditures or gross expenditures less receipts, for example, but we 
ie studying that question now. 


95711—52- 63 
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Senator Maysank. Do you think you will have that answer for 
us soon ¢ 

Mr. Werrzet. We hope to have an answer before the conference 
on the bill, Mr. Chairman. 

Senator SavroNstaLL. May I ask one more question ? 

Senator Maypank. Yes. 


COMPREHENSIVE AUDIT SURVEYS 


Senator SALToONsTALL. I would like to ask Mr. Warren this ques- 
tion: 

1 understand that your organization has made surveys on various 
agencies similar to the management surveys, including such items as 
elliciency and use of personnel and similar studies. 

Have copies of all such recent surveys conducted by your organiza- 
tion been made available to the Senate Appropriations Committee, 
and if not, will you please make them available ? 

Mr. Warren. I will be glad to check that up. 

Senator SaAvronstaLy. In other words, you have made surveys / 

Mr. Warren. We have made some; ves. 

Senator Savronsraty. But you do not know whether those have 
been furnished this committee, or not? 

Mr. Werze.. Mr. Chairman, in our comprehensive audits we 
sometimes touch upon questions such as that. In other words, we do 
not go in to m: on the same type of survey that the Civil Service Com- 
mission would, or the Bureau of the Budget. necessarily. But in our 
comprehensive sails in making audits at the site, we occasionally 
run into situations of that sort. 

For example, in reviewing the internal procedures and the policies 
and the controls that the agency itself has, and in determining bite 
much of an independent audit we will have to make, we may then find 
that they are nae overmanned in their accountiiig department, 01 
even in some other department. 

As a member of the House Appropriations Committee pointed out, 
it is conceivable that in some cases you could not walk through an 
agency without seeing some people sitting around with nothing to do. 

Now, we have not been ina position yet to make many reports on the 
surveys because the comprehensive audit program is really in the be 
ginning stages. We have over 30 agencies under comprehensive audit 
under Mr. Long, our new Director of Audits. 

But such reports as are available will be furnished to the commit 
tee; we can promise that. 

Senator Maypank. If you do not mind my interrupting there. the 
clerk has told me that you have furnished him with certain reports; is 
that right ? 

Mr. Werrzev. Just recently we furnished the committee reports 0! 
the surveys on the Panama Canal Company and the Alaska Railroad 

Senator Maypank. He says he has some others on joint accounting. 


ACCOUNTING IMPROVEMENTS 


Mr. Werrze.. We also furnished a copy, I believe, of Mr. Warren's 
recent annual report of the joint accounting program which shows 
many surveys including savings accomplished. 





INDEPENDENT OFFICES APPROPRIATIONS, 1953 993 


For example, in installing the new money order system the Post 
Office Department reported they were saving $6 million due to the 
adoption of new methods and procedures. : 

Senator Savronsrauy. I think it would be very helpful, Mr. Chair- 
man, if you could, before the conference committees on these various 
subjects come up, give us a summary of these more important recom- 
mendations that you have made in some of these departments so that 
we will have them available in the conferences. 

If you could do that, I would appreciate it very much if you could 
send me personally a copy, a summarization, for instance, of the State 
Department, or the Post Office Department, or the Treasury Depart- 
ment, or any other department where, as a result of your surveys, such 
personnel could be saved, or certain amounts could be saved wit h fewer 
personnel in the department. aot . 

Mr. Werrze.. We well be very glad to furnish any information of 
that sort that we feel would be helpful. 

Senator Savronsraun. I do not know whether Senator Maybank 
would want it, or not, but I think it would be extremely helpful in 
working out our conferences with the House. 

Senator Maybank. Without objection, you may do that. 

Do you have anything further 

Mr. Warren. No, sir. 

Senator Maypank. Do you have any further questions ? 

Senator SALTONSTALL. No. 

Senator Maypank. Well, thank you very much, gentlemen. 

Mr. Warren. Thank you, Mr. Chairman. 

Senator Maypank. The committee will next hear from the War 
Claims Commission. 


WAR CLAIMS COMMISSION 


ADMINISTRATIVE EXPENSES 


STATEMENTS OF DANIEL F. CLEARY, CHAIRMAN; MYRON WIENER, 
MEMBER; F. BYRNE AUSTIN, EXECUTIVE DIRECTOR; LUCY S. 
HOWORTH, ASSISTANT GENERAL COUNSEL; WALTER H. SCOTT, 
ADMINISTRATIVE OFFICER; FRANK W. BARTON, DIRECTOR, 
CLAIMS SERVICE; AND OSCAR J. POMER, ACTING CHIEF, 
APPEALS AND HEARINGS SECTION, WAR CLAIMS COMMISSION 


BUDGET APPROVAL OF NEW AUTHILORIZATIONS 


Senator Maybank. As | understand it, Mr. Cleary, you were here a 
week or 10 days ago, and at the time you had not seen the budget. 

Mr. Cieary. We had not received approval concerning new legis- 
lation, 

Senator Maynank. So we suggested that you return later before 
the hearings closed after you had the budget request approved. 

Mr. Cieary. Yes, sir. 

Senator Maypank. Now I understand you have the budget request 
approved ? 

Mr. Cieary. No, sir; I want to clarify that, as my statement here 
indicates. , 
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Senator Maypank. I have not read your statement. 
Without objection, the statement will be made a part of the record. 
(The statement referred to follows:) 


STATEMENT OF DANIEL F, CLEARY, CHAIRMAN, WAR CLAIMS COMMISSION 


Mr. Chairman and members of the Committee, the Commission appreciates 
this additional opportunity to discuss with you the special needs of the War 
Claims Commission in connection with the appropriation for the fiscal year 1953 

Since appearing before you on April 25, 1952, the Commission has been ad 
vised by the Bureau of the Budget that requests for supplemental appropria- 
tions necessary because of new legislation must be initiated in the House of 
Representatives. For that reason, this statement will be limited to discussion of 
our request for the restoration of certain reductions made by the House of 
Representatives. 

_ The enactment of Public Law 303, approved April 9, 1952, which greatly 
extends the duties of the War Claims Commission, makes it most important that 
the Commission have sufficient funds to conduct its present program and to 
expand its activities at once. Public Law 303 specifically states that the Com 
mission shall expedite payments without reducing payments of claims filed before 
March 31, 1952, and that nothing in the amendments made by Public Law 303 
shall operate to extend the life of the War Claims Commission for any period 
of time. The Commission must complete its work by March $1, 1955. The 
workload of the Commission will be more than tripled as a result of this legis- 
lation. It is, therefore, imperative that the Commission accelerate its activities 

The President requested $965,000 for the Commission for fiscal year 1953. 
The House struck from this sum $190,000 for services to be performed by other 
agencies, limited travel to $8,000 instead of $12,000 as requested, and made 
an over-all percentage reduction amounting to $88,000. 

As the committee has been advised, pursuant to the action of the House 
Appropriations Committee, the Commission requested the several agencies here- 
tofore rendering services for the Commission on a reimbursable basis to per- 
form such services without reimbursement. All except two agencies have agreed 
to perform services on a nonreimbursable basis. The services which will be 
given to the Commission amount to the sum of $176,900. The Commission does 
not ask for the restoration of this amount. 

Two agencies, the Tariff Commission and the General Services Administration, 
state they cannot perform services without reimbursement. The amount required 
to pay these agencies is $13,100, which sum the Commission specifically requests 
be restored. 

The Commission had asked $12,000 for travel. H. R. T7072 limits the amount 
the Commission can use for travel. On page 44, line 2, appears this language: 
“Not to exceed $8,000 for expenses of travel; * * *.’’ The Commission re- 
quests that this limitation be removed. The new legislation, among other 
matters, involves claims for replacement of costs of certain buildings damaced 
or destroyed in the Philippines. This cost will amount to millions of dollars. 
Thus, it will be necessary for the Commission to send experienced persons to the 
Philippines and Philippine construction experts must be brought to the United 
States to properly administer Public Law 303 and to insure that the awards 
made are just and fair, but not excessive. 

The Commission, before the enactment of Public Law 308, had informed the 
committee that it would waive the restoration of the sum of $88,000, the over 
all eut. It believes it should now urge restoration of this entire sun. Unless 
this sum is restored, the Commission may very likely have to reduce its force 
at the close of the fiscal year. It is presently spending at a rate of $800,000 
per annum. In the event a supplemental appropriation is not enacted prior 
to the commencement of the fiscal year, a reduction of $683,000, the figure ir 
H. R. 7072, would compel the Commission to slow down rather than accelerate 
its production rate. This would be most damaging to its program. Therefore, 
the Commission asks that the committee increase the total appropriation from 
$683,000 to $788,100, the increase being made up of $13,100 for services to be 
performed by other agencies, $4,000 for travel, and $88,000 over-all reduction 

The Commission invites attention to the fact that it has absorbed the entire 
salary increase in fiscal year 1952. It may also be pointed out that the average 
salary in the budget for 1953 is $4,180, which is less than the sum of $4,278 which 
has been published as the average salary for classified employees in city of 
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Washington. These points are mentioned to show the management of the Com- 
mission is conservative. 

Inasmuch as the Commission must expand its staff in fiscal year 1955, it urges 
the committee to except the Commission from the inhibitions against filling 
vacancies, contained in section 406 of H. R. 7072, Highty-second Congress. It is 
obviously impossible to conduct an expanding program of activities with an 
arbitrary limitation upon filling vacancies that may occur while the expanding 
program is underway. As a temporary agency, the Commission has a very high 
rate of turnover among its personnel, and could not possibly meet the require- 
ments of the Congress in completing its program if it has to operate under 
arbitrary restrictions as to filling vacancies. 

The Commission also asks to be excepted from section 401 which prohibits 
paying for annual leave accumulated and unused at the close of business at the 
end of a fiscal year. The Commission has customarily based its production esti- 
mates upon a partial use of leave by employees. The employees have been glad 
to cooperate in this plan so that they might have an accumulation of leave at such 
time when the Commission ceases its functions and they must look for other 
positions. If the Commission is required to allow full use of leave, it will need 
even greater sums with which to operate. Furthermore, the Commission as a 
small agency needs the services of its supervisory personnel most of the time, and 
many of these members of the staff have accumulated considerable leave. Should 
they take that leave during the life of the Commission, it would mean a greater 
percentage of deputy supervisory personnel and thus an increase in the adminis- 
trative costs of the agency. 

The Commission urges that the restoration of the funds as outlined and the 
exceptions from the restrictive provisions (sections 401, 406 and the limitations 
on travel) of the Independent Oflices Appropriation Act, H. R. 7072. 

Mir. Chairman, the members of the staff and my colleague, Mr. Wiener, and I 
will be glad to answer any questions concerning the Commission’s activities. 


ADDITIONAL STATUTORY AUTHORITY 


Mr. Cuieary. For the record I would like to point out that since 


appearing before you on April 25, 1952, the commission has been 
advised by the Bureau of the Budget that requests for supplemental 
approprik itions necessary because of new legislation must be initiated 
in the House of Re presenti itives, so that today our appearance will 
be limited to a discussion of our request for the restoration of certain 
reductions in our initial request for fiscal year 1953 which were made 
by the House of Representatives. 

Today we are not authorized to go into the question of the money 
needed on account of new legislation. 

Senator Maysank. The Budget has just authorized you to request 
this subcommittee the replacement of funds that have been reduced by 
the House subcommittee ¢ 

Mr. Cieary. That is right, sir. 

The enactment of Public Law 303, approved April 9 1952, which 
greatly extends the duties of the War Claims C ommission, makes it 
most important that the Commission have sufficient funds to conduct 
its present program and to expand its activ ity at once. 

Public Law 303 specifically states that the Commission shall expe- 
dite payments without reducing payments of claims filed before 
March 31, 1952. 

Se nator Maypank. Without objection, Public Law 303 will be made 
a part of the record. 











996 INDEPENDENT OFFICES APPROPRIATIONS, 1953 


(The information referred to follows :) 
PUBLIC LAW 3038-—S2p CONGRESS 


CHAPTER 167—2D SESSION 
S. 1415 


AN ACT To amend sections 6 and 7 of the War Claims Act of 1948 


4 

Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That subsection (a) of section 6 of the War 
Claims Act of 1948, as amended (62 Stat. 1240), is hereby amended by inserting 
after the words “As used in” the following: “subsection (b) of”; and such 
section 6 is further amended by adding a new subsection (d) as follows: 

“(d) (1) As used in this subsection the term ‘prisoner of War’ means any 
regularly appointed, enrolled, enlisted, or inducted member of the military or 
naval forces of the United States, Who was held a prisoner of war for any period 
of time suDsequent to December 7, 1941, by any government of any nation with 
which the United States has been at war subsequent to such date. 

“(2) The Commission is authorized to receive, adjudicate according to law, 
and to provide for the payment of any claim filed by any prisoner of war foi 
compensation— 

“(A) for the violations by the enemy government by which he was held 
as a prisoner of war, or its agents, of such government’s obligations under 
title III, section III, of the Geneva Convention of July 27, 1929, relating to 
labor of prisoners of war; or 

“(B) for inhumane treatment by the enemy government by which he was 
held, or its agents. ‘The term ‘inhumane treatment’ as used herein shall 
include, but not be limited to, violation by such enemy government, or its 
agents, of one or more of the provisions of articles 2, 3, 7, 10, 12, 18, 21, 22, 54, 
56, or OT, of the Geneva Convention of July 27, 1929 

“(3) Compensation shall be allowed to any prisoner of war under this sub- 
section at the rate of $1.50 per day for each day he was held as a prisoner of 
war on Which he alleges and proves in a manner aceptable to the Commission— 

“(A) the violation by such enemy government or its agents of the pro- 
visions of title Lil, section III, of the Geneva Convention of July 27, 1920; or 

“(B) any inhumane treatment as defined herein. 

Any claim allowed under the provisions of this subsection shall be certified to 
the Secretary of the Treasury for payment out of the War Claims Fund estab- 
lished by section 13 of this Act. In no event shall the compensation allowed to 
any prisoner of war under this subsection exceed the sum of $1.50 with respect 
to any one day. 

“(4) Claims pursuant to subsection (d) (2) shall be paid to the person en- 
titled thereto, or to his legal or natural guardian if he has one, and shall, in 
case of death of the persons who are entitled be payable only to or for the benefit 
of the following persons: 

“(A) widow or dependent husband if here is no child or children of the 
deceased ; 

“(B) widow or dependent husband and child or children of the deceased, 
one-half to the widow or dependent husband and the other half to the child 
or children of the deceased in equal shares ; 

“(C) child or children of the deceased (in equal shares) if there is no 
widow or dependent husband ; and 

“(D) parents (in equal shares) if there is no widow, dependent husband, 
or child.” 

Sec. 2. Section 7 of the War Claims Act of 1948, as amended, is amended by in 
serting “(a)” after the section number, and by adding at the end thereof the 
following new subsections: 

“(b) That any such religious organization or its personnel functioning in the 
Philippines and affiliated with a religious organization in the United States, 
which furnished relief in the Philippines to members of the Armed Forces of 
the United States or to civilian American citizens in accordance with the pro- 
visions of subsection (a) shall be compensated from the War Claims Fund, as 
hereinafter provided, for the loss and damage sustained as a consequence of the 
war to its schools, colleges, universities, scientific observatories, hospitals, dis- 
pensaries, orphanages, and other property or facilities connected with its educa- 
tional, medical, or welfare work. 
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“(e) That any such atfliliated organization furnishing relief which possessed 
any interest in, and whose personnel of American citizens substantially composed 
the administrative staff of, any hospital whose prewar facilities and capacity 
have not been restored shall be compensated in an amount sulflicient to enable 
such organization to replace the hospital's facilities and capacity equal to that 
which existed at the time of the outbreak of the war, irrespective of what dis- 
position was made subsequently of the land, buildings, and contents. 

“(d) That claims tiled pursuant to subsection (b) shall be determined and 
paid upon the basis of postwar cost of replacement which shall be ascertained 
by the War Claims Commission. In making such determinations the Commis- 
sion shall utilize but not be limited to the factual information and evidence con 
tained in the records of the Philippine War Damage Commission; the technical 
advice of experts in the field: the substantiating evidence submitted by the 
claimants; and any other technical and legal means by which fair and equitable 
postwar replacement costs shall be determined. 

“(e) The Commission is hereby authorized and directed to proceed at once 
with the necessary investigation, study, and establishment of procedures in 
order to determine the replacement costs of the claims to be filed under subsec- 
tions (b) and (¢), using as a basis for beginning such investigation and study 
the evidence contained in the claims of those religious organizations or their 
personnel which have already filed and are eligible to be paid under the terms 
of subsection (a) of this section. 

‘(f) All claims under subsections (b) and (¢) must be filed on or before 
October 1, 1952; and not later than March 31, 1953, the Commission shall ad- 
judicate according to law and provide for the payment of any claim filed pur 
suant to this section. In any case in which any money is payable as a result of 
subsections (b) and (c) to a religious organization or its personnel functioning 
in the Philippines, such money shall be paid upon request of such organization 
to its affiliate in the United States: Provided, That all money thus paid to such 
affiliated religious organization in the United States shall be used by such afliliate 
for the purpose of restoring the edueational, medical, and welfare facilities de- 
scribed in subsections (b) and (c) and located in the Philippines. 

“(¢g) The Commission shall expedite the payments under this section with 
out reducing payment of claims of American civilian internees and prisoners of 
war filed before March 81, 1953, pursuant to the provisions of sections 5 and 6 
of this Act.” 

See. 3. Claims for compensation under subsection (d) of section 6 of the War 
Claims Act of 1948, as amended, must be filed with the War Claims Commission 
vithin one vear after the date of the enactment of this Act. 

Sec. 4. Nothing in this Act, or in the amendments made by this Act to the 
War Claims Act of 1948, as amended, shall operate to extend the life of the 
War Claims Commission for any period of time. 

Approved April 9, 1852. 


TERMINATION OF PROGRAM 


Senator Maypank. Go ahead. 

Mr. Cieary. This public law also specifically states that nothing in 
the law shall operate to extend the life of the Commission for any 
period of time. The Commission must complete its work by March 
Sl. 1955, and the workload of the Commission will be more than 
tripled as a result of this legislation. It is therefore imperative that 
the Commission accelerate its activities. 


1953 BUDGET REQUEST 


Phe President requested $965,000 for the Commission for the fiscal 
year 1953. The House struck from this sum $190,000 for services to be 
performed by other agencies, and limited the travel to 88,000 instead 
of $12,000 as requested, and made an over-all percentage reduction 
in addition amounting to $88,000. 

As the committee has been advised, pursuant to the action of the 
House Appripriations Committee, the War Claims Commission re- 
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quested the several agencies, heretofore rendering services for the Con 
mission on a reimbursable b: asis, to perform such services without 1 
imbursement. 

All except two agencies have agreed to perform services on a no 
reimbursable basis, and the services which will be given to the Con 
mission amount to the sum of $176,900. 

The Commission does not ask for the restoration of this amount. 

Two agencies, the Tariff Commission and the General Services Ac 
ministration state that they cannot perform the services without reim- 
bursement. 

Senator Maypank. I do not see how they can from what they testi- 
fied here, because their appropriation is considerably reduced because 
of prior plant legislation. 

Mr. Cieary. We do not dispute that. 

Senator Maypank. And that does not help you any. 


RESTORATION OF REIMBURSEMENT FUNDS 


Mr. Cieary. But we need the money if we are going to reimburse 
them, and they cannot do that free and we need that money. $13,100 
is the amount required to pay the Tariff Commission and the General 
Services Administration. Therefore War Claims Commission speci- 
fically asks restoration of $13,100 in the item 07 services to be per- 
formed by other agencies. 

Senator SALTonsTaLL. How much is that! 

Mr. Cieary. $13,100. That is to reimburse the two other agencies 
who perform services for the War Claims Commission. 

_ Senator Maynank. The Tariff Commission and the General Serv- 
1ces. 


Mr. Cieary. Yes, sir 


HOUSE CUT 


Senator SALTonsraLL. Then do I understand that in the House you 
came in and asked for $965,000 / 

Mr. Cieary. Yes, sir. 

Senator SaALTONsTALL. And the House cut you to $683,000? 

Mr. Cieary. Yes, sir. 

Senator SatronstaLtu. And ordered you to get from other agencies 
services on a free basis. The other agencies with the exception of the 
Tariff Commission and the General Services Administration said they 
would do it, and that restores to you $176,900; is that right ? 

Mr. Cieary. It makes it unnecessary to request $176,900. 

Senator SarronsraLL. Then that still reduces you approximatel) 
$106,000, does it not ? 

Mr. Cieary. Yes, sir; that is right, $106,000 is the reduction below 
the President’s original request. 

Senator SavronsratL. Of that $106,000, you only request reinstiat 
ing by the Senate committee of how much ? 

Mr. Cieary. We are asking, or requesting, that all of that $106,000 
be restored, and I am presently itemizing the three points which make 
up the $106,000. 

The first one is the services to be performed by the other agencies: 
the second the travel amount. 
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Senator SaLronstatu. The services to be performed by other agen- 
cies amounts to how much? 
Mr. Creary. $15,100. 


TRAVEL LIMITATION 


Senator Savronstaty. All right; thank you. Now I understand. 

Mr. Cieary. The Commission asked for $12,000 for travel, but H. R. 
7072 limits the amount the Commission can use for travel. On page 
44, line 2, of that bill appears this language. 

Not to exceed $8,000 for expense of travel; * * * 


The Commission requests that this limitation be removed. 
PHILIPPINE DAMAGE CLAIMS 


The new legislation, among other matters, involves claims for 
replacement of costs of certain buildings damaged or destroyed in the 
Philippines. This cost will amount to millions of dollars. 

Thus it will be necessary for the Commission to send experienced 
persons to the Philippines and Philippine construction experts must 
be brought to the United States to properly administer Public Law 
303 and to insure that the awards made are just and fair, but not 
excessive, 

Senator Maynank. You estimate that most of that travel will have 
to go on to and from the Philippines? 

Mr. Cieary. That is right. 

Senator Maysanx. Not around the United States? 

Mr. Cieary. There will be a certain amount of travel in the United 
States. 

Senator Maypank. But the major portion will not. Will it be 
about 90 percent ¢ 

Mr. Cieary. I cannot give you a breakdown at this moment. I can 
supply it. 

Senator Maysank. You are going to have millions of dollars of 
claims in the Philippines, so you have got to send people there so that 
we can be protected by their judgment and likewise you have got to 
bring Philippine people here. 

Mr. Creary. That is right. 


TRAVEL EXPENSES 


Senator SarronsraLtLt. How much do you want for travel? 

Mr. Cieary. $12,000 is the amount that we are asking. 

Senator SALTONsTALL. Instead of $8,000 ? 

Mr. Crieary. Yes, sir. 

And we are also asking that the limitation be removed. 

Senator Maysank. I think it would be a wise thing if you furn- 
ished that breakdown for the record to show the other Senators who 
are not members of this subcommittee the necessity of the travel. 
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PHILIPPINE TRAVEL 


Mr. Cieary. The breakdown as to the amount of travel money to be 
used in connection with the travel between here and the Philippines’ 

Senator Maypank. That is correct. I think that would be en 
liehtening. 

Go ahead. 

(The material referred to follows:) 

For witness fees and mileage for attendance on hearings before the Com 
mission authorized by Public Law 696, Eighty-first Congress, approved August 
16, 1950, $2,250. Domestic travel for employees of the Commission and staff 
to hold hearings, attend meetings and conferences relating to the work of the 
Commission, $4,000. Travel to and from the Manila Philippine office including 
per diem, $5,750. It may be noted that the Commission originally requested the 
sum of $5,750 for cost of transportation from Manila to Washington of employees 
incident to a sharp reduction in force of this branch office. Due to the enact 
ment of Public Law 3808, Eighty-second Congress, the Manila office will be ex 
panded and it will be necessary to bring the Director and other staff members 
to Washington for conferences and to send other American employees to the 
Philippines, particularly in the matter of claims relating to the restoration of 
property used by religious organizations for schools, hospitals, and welfare 
services. Experts must inspect this property in the Philippines and report their 
findings to the Commission in Washington. 


RESTORATIONS REQUESTED 


Mr. Crrary. Before the enactment of Public Law 303 the War 
Claims Commission informed the committee that it would waive the 
restoration of the sum of $88,000, the balance of the cut remaining 
after the travel and the services to be performed by other agency 
items. 

Senator Mayrpank. I have to leave at this time and I will ask Sen- 
ator Saltonstall to take the Chair. 

Senator SaLTonsrau (presiding). Are you or are you not waiving 
this S88.000 2 

Mr. Curary. Not now, sir. 

Senator SALTONSTALL. Because of this new bill 2 

Mr. Cieary. Yes, sir. 

Senator Satronsratu. So that you are asking for a restoration of 
$113,100? 

Mr. Creary. $105,100, I believe it amounts to, Senator. It is $88,- 
000 and $4.000 and $13,100. 

Senator SALTONSTALL. $13,100 was the reimbursement to the Tariff 
Commission and the General Services Administration. 

Mr. Cueary. Yes, sir: $4,000 to travel. 

Senator SALTONSTALL. $4,000 to travel. 

Mr. Cieary. We are asking that the travel be increased from $8,000 
to $12.000. 

Senator SaLTronsTALL. That is $4.000 to travel and the travel limita 
tion of $8.000 be stricken off. 

Mr. Crieary. That is right. 

Senator SaLronstTaLL. And then $88,000. 

Mr. Creary. That is right. That was the over-all reduction that 
was imposed by the House without reference to the specific items for 
which it would be used. 

Senator SaLronsTaLu. It is $105,100? 
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Mr. Cuirary. Yes, sir. 

Senator SautTonstaLu. And that $88,000 is made up of what ? 

Mr. Cieary. It is an over-all reduction that was not specified by 
the House. It was merely a dollar reduction and it would have to 
be split up by the Commission across the board. Some of it would 
have to come out of the amounts for personal services and for the 
various other object classifications wherever it could be best removed. 

But in view of this new legislation the Commission feels that it 
would not be feasible to attempt to carry out our existing program 
without having that $88,000 restored. . 


PERSONAL SERVICES 


Senator Sarronstaty, Then the $88,000 would be made up partly in 
increased personnel, or personnel that you keep on? ; 

Mr. Cieary. To retain our present staff. 

Senator Sauvronstautt. What else beside personnel # 

Mr. Cieary. There are the various other object classes such as print- 
ing and reproduction, rent and utility services, the transportation of 
things, communication services, supplies and materials, equipment, 
and the whole list of other obligations that have to be met. 

Senator SavronstaL,. How much of the $88,000 would be per- 
sonnel ? 

Mr. Cieary. Approximately 77 percent, sir. 


BUDGET INCREASE 


Senator Sauronstauty. Then your total original request of $965,000 
would be $115,000 more than you had last year? 

Mr. Cieary. Yes, sir. 

Senator SALToNstaLL. And you argue that that is necessary because 
of this new bill? 

Mr. Cireary. Yes, sir. But I would like to point out at this juncture 
that removing $176,900 in services to be performed by other agencies 
reduces the amount that we are now requesting to $788,100, and that 
is below our present authorized appropriation of $850,000, 

Senator Savronstautt. How many of the claims that you had to 
settle prior to this new bill were there? How far along were you in 
your work ? 

PHILIPPINE CLAIMS 


Mr. Cieary. We had over 90 percent of the American claims com- 
pleted, but the program for the Philippine claims had not yet com- 
menced, We still have about 140,000 claims to adjudicate. 

Senator SarronsraLu. And they involve how much money, roughly ? 

Mr. Cieary. Around $18 million, I believe. The claims that are 
currently being adjudicated are of a lower dollar value than those 
first adjudicated. The figure of $18 million is an estimate as to the 
amount that will be allowed of those claims filed under the original 
act. There is probably twice that amount that will be claimed, but not 
allowed. 

Senator Savronsrauu. So that before this new act gave you addi- 
tional duties you had in your estimate approximately 140,000 claims 
to settle which you would hope to settle for $18 million, roughly 
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Mr. Cieary. That is a very rough estimate at this time: yes, sir. 
Senator SALTonsTaLL. Have you any idea of what this new act 
will put upon you? 


ADDITIONAL WAR CLAIMS 


Mr. Creary. It will require us to adjudicate an additional $70 
million during the fiscal year 1953 

Senator SaLvronsTanLL. $70 million / 

Mr. Cieary. Yes, sir. 

Senator SavronsraLy. Then you would revise your figures that 
140,000 claims you would hope to settle for $18 million ? 

Mr. Cieary. Yes, sir. 

Senator SarronsraLy. What is the amount of the claims that you 
have settled already ? 

Mr. Cieary. $56 million. 

Senator Savronstaty. And how many claims does that represent ? 

Mr. CiEary. About 130,000. 

Senator Satronsrauu. So that on the basis of your old work, your 
old work was approximately half done, but more than half done in 
dollars ? 

Mr. Crrary. Yes, sir; more than half done dollarwise. 

Senator SavronsraL.. Now, on this new law you say that will give 
you approximately $70 million more, or have you any idea ? 

Mr. Cieary. For the fiscal year 1953 it appears that we would have 
to adjudicate about $70 million during that year. The additional 
amount imposed by the new law is estimated to be about $107 million 
total. 


NUMBER OF CLAIMS 


Senator SarronsraLy. And involving how many claims? 

Mr. Crieary. 275,000. 

Senator Savronstauu. In other words, you have 130,000 claims 
under your old work and 270,000 claims under your new work? 

Mr. Cueary. Yes, sir. 

Senator Sauronstaty. To be accomplished prior to March 31, 
1955? 

Mr. Cieary. Yes, sir. 

Senator Satronsrati. And you estimate that in the fiscal year 
1953 you will work out about 70,000,000 in dollars and how many of 
those 270,000 claims? 

Mr. Cieary. Well, we have to work out half of them during fiscal 
1953, and half in fiscal 1954, of both the old and the new, because of 
the fact that there is a period of 6 months within which claimants 
whose claims have been denied may appeal, and then we have calculated 
that a minimum of 3 months would be needed to wind up the opera- 
tions of the Commission. 

That would require us, then, to complete primary adjudication of 
all of our claims by the end of fiscal year 1954, June 30, 1954. 


PERSONNEL 


Senator SarronsraLy. And you estimate for 1953 an average num 
ber of employees of 166 based on the budget estimate? 
Mr. Crieary. Yes, sir. 
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Senator SauronsraLL. What is your total budget ? 

Mr. Cieary. The total we are now requesting is $788,100. 

Senator SaLronsraLu. $788,100 to which should be added $176,900, 
which is reimbursed, which you are getting free services on from other 
departments ¢ 

Mr. Cuieary. Yes, sir. 

Senator SauronsTauu. So actually you are asking for an increased 
budget over your prior year, the difference being between $850,000 
and $965,000. 

Mr. Cieary. I would like to point out at this time that the bulk of 
the $176,900 that we asked for originally, is made up of charges 
which the Department of the Army expected to make of us to certify 
military services of the Filipino claimants. The amount included 
for Army certifications was $157,300. 

In this current year we have not paid any such figure to the Army, 
because we have not yet called upon the Army for that service. 

So that our budget for this year is not comparable with the budget 
which envisoned paying out over $150,000 to the Army. 

So actually, the $788,100 request is lower than the figure under which 
we are operating now. 

Senator Savronstauu. -As to the total number of employees you have, 
if you get a law that will be more than vou had last year ?¢ 

Mr. Cieary. Yes, sir. 

Senator SatronsraL,. That is correct, is it not, if you get them all ¢ 

Mr. Cieary. Yes, sir; only four more, however. 

Senator SavronsraLtu. What you will do in substance is to get 
through the best you can with what we give you; is that about it? 

Mr. Cieary. That is what we always have to do. 

Senator SALTONS?ALL. But vou say to finish your work by March 3 
1955, which the law requires that you must, if we get no extension, you 
have got to have more employees because of this new law which has 
given you 270,000 more estimated claims to work on. 

Mr. Creary. Yes, sir. But today I am trying to confine my pres- 
entation to the fact that our administration of the program which 
existed before the new law could not be carried out within the statu- 
tory time limit unless we are given the restoration in our original 
1953 request. 

Senator SALroNstaty. | understand. To complete vour own work 
you have got to have your full budget request. 

Mr. Cieary. Yes, sit 

Senator SALTONSTALL, Senator Cordon, have you any questions? 

Senator Corpon. No. 

Senator SALTONSTALL. Have you anything more you wish to say ? 

Mr. Cieary. There are a couple more points I would like to get in 
the record, 


JENSEN AMENDMEN' 


Inasmuch as the Commission must expand its staff in fiscal 1953 it 
urges the committee to except the Commission from the prohibition 
against filling vacancies contained in section 401 of H. R. 7072. 

Senator Sauronstaty. That is the Jensen amendment. 

Mr. Cirary. It is obviously impossible to conduct the expanding 
program of activities with an arbitrary limitation upon filling va- 

neies that may occur while the expanding program is in the w: ay. 


} 
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Senator SaLronstatu. If you had to have your choice between the 
Jensen amendment and the so-called Ferguson amendment which was 
put in the law last year, you would prefer the Ferguson amendment 4 

Mr. Cieary. Yes; but we would prefer not to be so limited in our 
efforts to recruit and retain personnel. 

Asa temporary agency, the Commission could not possibly meet the 

requirements of the Congress in completing its program if it has to 
operate under an arbitrary restriction as to filling vacancies. 

Senator Sarronsratn. Your agency was not exempted last year? 

Mr. Cieary. No, sir. 

Senator SaLronsTat.. It was subject to the limitation that was put 
in the independent offices bill ? 

Mr. Cieary. Yes, sir. 

Senator Satronsta.ti. Now, as you say, if the Senate restores that 
same language, you would prefer that language to the language that 
the House has now in the on of the so-called Jensen amendment f 


ANNUAL LEAVE 


Mr. Creary. Yes, sir. The Commission also asks to be excepted 
from section 401 which prohibits paying for annual leave accumulated 
and unused at the close of business at the end of the fiscal year. 

Senator SavronsraLtL. That is the Thomas amendment. 

Mr. Cieary. Yes, sir. ‘The Commission bases its estimate upon a 
partial use of leave by employees. Employees have been glad to 
cooperate in this plan so that they might have an accumulation of 
leave at such time as the Commission ceases its functions and they 
must look for other positions. 

If the Commission is required to allow full use of leave, it will take 
even greater sums to operate. 

Furthermore, the Commission as a small agency needs the services of 
its supervisory personnel most of the time, and many of these members 
of the staff have accumulated considerable leave. 

Should they take that leave during the life of the Commission, it 
would mean a greater percentage of deputy supervisory personnel, 
and thus an increase in the administrative costs of the agency. 

Senator SarronstaLL. Mr. Cleary, your statement is the same as 
every other agency that has come before us. You prefer the Ferguson 
amendment to the Jensen amendment, and you want the Thomas 
amendment stricken out. 

Mr. Cieary. Yes, sir. 

Senator SauronsraLu. On the theory that it will make your agency 
more inefficient because the people will take their accumulated leave 
before June 30 and you will be hamstrung while they are away. 

Mr. Cieary. Yes, sir. 

May I add that the Committee might consider us as not being 
completely similar to other agencies, in view of the fact that we are 
so small and temporary. 

Senator SauronsraLu. Have you anything more to say ¢ 

Mr. Cuieary. No, sir. 

My colleague, Mr. Wiener, and I, are here, and our staff is here to 
answer such ‘questions as you may have. 

Senator SaLronsTALL. Your statement is in the record. 
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WAR CLAIMS FUND 


Mr. Cirary. There is a point that has been made in previous 
presentations with respect to the source of our funds. 

When the enemy assets vested by the Alien Property Custodian are 
liquidated, they are turned into the Treasury into a trust fund known 
as the war claims fund. 

The funds the committee will make available to the Commission 
are not actually an appropriation, but are a limitation on the amount 
that may be expended for administrative purposes by the Commis- 
sion from the war claims fund. 

Senator Satronstauu. ‘The House report on page 25 says: 

As of December 31, 1951, a total of $120 million has heen deposited in the Treas- 
ury to the credit of the fund by the Office of Alien Property, Department of 
Justice. 

Senator SatronsraLu. This is the fund out of which these expenses 
you are now asking for will be paid? 

Mr. Cuieary. That is right, sir. 

Senator SavronstaLu. In other words, your expense account is a 
percentage of¢working out the payment of the claims and does not 
come out of the Treasury. 

Mr. Cieary. That is right. The appropriation is a limitation of 
the amount we may draw from that fund for the purpose of admin- 
istering the act. 

Senator SALtronsTaLu. Senator Cordon, have you any further ques- 
tions? 

Senator Corpon. No. 

Senator SauronstTaLu. The committee thanks you, Mr. Cleary, and 
all of you other ladies and gentlemen. 

Mr. Cupiry. Thank you. Mr. Chairman. 

Senator SAuronstaLL. The next item. 


NATIONAL ADVISORY COMMITTEE FOR AERONAUTICS 
SALARIES AND EXPENSES 


STATEMENTS OF DR. HUGH L. DRYDEN, DIRECTOR; DR. JOHN F. 
VICTORY, EXECUTIVE SECRETARY; JOHN W. CROWLEY, ASSO- 
CIATE DIRECTOR FOR RESEARCH; RICHARD V. RHODE, ASSIST- 
ANT DIRECTOR FOR RESEARCH; AND RALPH E. ULMER, BUDGET 
OFFICER, NATIONAL ADVISORY COMMITTEE FOR AERONAUTICS 


SUPPLEMENTAL ESTIMATE 


Senator SavronsratL. Next we have the National Advisory Com- 
mittee for Aeronautics. , 

Dr. Dryden, you have had your budget hearing and the commit- 
tee has not acted upon it. 

Now you are coming forward with a proposed supplemental appro- 
priation for fiscal 1953 in the amount of $3.500.000. 

Without objection, we will insert in the record the supplemental 
estimate and your justifications. 

Dr. Drypren. Yes, sir. 
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(The material referred to follows :) 
[S. Doc. No. 124, 82d Cong., 2d sess. ] 


COMMUNICATION FROM THE PRESIDENT OF THE UNITED STATES TRANSMITTING 
A PROPOSED SUPPLEMENTAL APPROPRIATION FOR THE NATIONAL Apvisory Cow- 
MITTEE FOR AERONAUTICS, FISCAL YEAR 1953, AMOUNTING TO $3,500,000 IN TUE 
FORM OF AN AMENDMENT TO THE BUDGET 

Tue WHuite Howsr, 
Washington, May 1, 1952 

THE PRESIDENT OF THE SENATE. 

Srr: I have the honor to transmit herewith for the consideration of the Con- 
gress a proposed supplemental appropriation for the fiscal year 1953, in the 
amount of $3,500,000, for the National Advisory Committee for Aeronautics 
in the form of an amendment to the budget for said fiscal year. 

The details of this proposed appropriation, the necessity therefor, and the 
reasons for its submission at this time are set forth in the attached letter from 
the Director of the Bureau of the Budget, with whose comments and observa 
tions thereon I concur. 

Respectfully yours, 
Harry S. TRuMAN. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BuDGET, 
Washington 25, D. C., May 1, 1952. 
The PRESIDENT, 
The White House. 
Str: I have the honor to submit herewith for your consideration a proposed 


supplemental appropriation for the fiscal year 1953, in the amount of $3,500,000, 
for the National Advisory Committee for Aeronautics, in the form of an amend- 


ment to the budget for said fiscal year, as follows: 


Independent Offices—National Advisory Committee for Aeronautics 


Budget ook Original ts 
page Heading estimate Change to Incresass 
135 | Salaries and Expenses os Be ict Be eel > | $54, 334, 000 $57, 834, 000 | $3, 500, OO 


i ' ' 


This proposed supplemental appropriation is necessary to provide for addi 
tional research in the field of aircraft structures. Technical developments 
since the preparation of the budget have shown the necessity for an immediate 
expansion of research effort in this field in order to provide a more adequate 
basis for the design of aircraft which are essential for the modernization of the 
Armed Forces. 

I recommend that the foregoing proposed supplemental appropriation b: 
transmitted to the Congress. 

Respectfully yours, 
F. J. LAWTON, 
Director of the Bureau of the Budget 


STATEMENT IN SuPporT OF NACA SupPpLEMENTAL ESTIMATE OF APPROPRIATIONS 
(S. Doc. 124) 


The speeds of flight that are now being attained have resulted in many unusual 
structural problems, and the higher speeds yet to come are multiplying these 
problems at an ever-increasing rate. So long as structural deficiencies have not 
posed a serious bar to the attainment of high speed, these deficiencies have been 
tolerated. If structural failures occurred, cures could usually be found, and 
in times of stress considerations of cost have been secondary. 

Deficiencies in fundamental technical knowledge relating to structural strength 
and efficiency are now becoming so serious, however, that they should no longer 
be tolerated. The many new structural problems resulting from the high-speed 
aircraft configurations and from the high-speed environment must be solved 
if the aircraft are to possess structural integrity and minimum weight and cosi 
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Structural integrity simply means the ability of the aircraft to perform the 
required missions without breaking apart or becoming permanently bent or 
twisted. It is obvious that our aircraft must possess this quality of structural 
integrity ; otherwise, they are not truly aircraft—they are only expensive mock- 
ups With theoretical performances. But structural integrity Cannot, in the case 
of aircraft, be economically bought simply by strengthening because metal is 
heavy, and undue heaviness costs a great deal of money and Causes serious reduc- 
tions in the ability of the aircraft to climb fast and to fly high and far. There- 
fore, structural integrity must be balanced against weight, and it is this conflict 
that is the basis for the need of extensive and meticulous structural research. 

There are numerous cases on record of airplanes that have failed in flight 
or landing. Technical investigations of these cases clearly indicate that the 
failures occurred as a result of inadequate knowledge of the forces or loads that 
are imposed on the airplanes in flight and landing conditions. The situation 
here disclosed is no respecter of airplane companies or of the military services. 
Failures of Air Force and Navy airplanes may occur with equal likelihood and 
the troubles are not confined to any one or a limited number of airplane types. 
In fact, virtually every new airplane model that has been built over a period 
of several years has been the victim of structural failure or troubles of one 
kind or another and all parts of the airplane are at times involved—the wing, 
the tail, the fuselage, the engine mount, and the landing gear. 

In every case the cure has been expensive. Not only do lengthy technical in 
vestigations and tests have to be undertaken, by the manufacturer, the military 
services and the NACA, but modifications of the airplane, involving costly changes 
in the production machinery, have to be made. Major faults of even one of the 
smaller current airplane types, such as a fighter, cost typically in the neighbor- 
hood of $1 million to cure, and the economic loss of the airplanes involved in 
any one case is usually many times this amount. 

But even such costs as these are small compared with the losses of utility 
that may occur to the armed services at crucial stages in international affairs. 
For example, in World War II, when the Allies were planning the North African 
invasion, we were banking heavily on a new fighter to provide air support. This 
airplane was just getting into production and small numbers were being delivered 
to training units. Structural failures began to occur, and for a while the pro 
duction line was barely able to keep pace with losses in the air. The story of 
the cure in this case is a long one and will not be given here. Fortunately, a 
cure was found in time by virtue of great effort by the aircraft company, the 
Air Force, and the NACA, 

In a more recent case many combat airplanes of a certain type were lost 
through structural failure, and they could not safely be used in military mis- 
sions. ‘This was at the early stages of the blockade of Berlin by the Russians 
and it was feared that World War III might break out as a result of the tension 
that existed. The airplanes were deployed in Western Europe on guard against 
emergencies. And at this crucial stage in international affairs, the utility of 
the airplane was largely lost to us as a result of frequent structural failures 
whose cause and cure were unknown for many months. 

As previously implied, structural integrity can be dearly bought by increasing 
the strength of the structure sufficiently to cover our ignorance of the applied 
loads. But adding metal, which is heavy, increases costs and cuts down the 
performance of the airplane, and we cannot afford increased costs and losses 
in performance. Furthermore, we not only find ourselves confronted with the 
difficult choice between structural integrity and the evils of increased weight 
to cover our ignorance, but we are also confronted with a basic increase in 
weight governed largely by the demands of high speed performance. 

As the high-speed performance has risen, the size of power plant and amount 
of fuel required have gone up, in spite of reductions in drag achieved through 
research in aerodynamics. The whole airplane size and weight has had to be 
nereased as a result. These factors, coupled with the greater loads resulting 
from high speed, combine to increase the structural weight, not only in an 

bsolute sense but as a proportion of the gross weight as well. This structural 

weight is expensive both dollar-wise and performance-wise, and the importance 
f saving a given percentage of structural weight has increased greatly as 
performance has increased. The dividends payable by structural research have 
orrespondingly increased. 


In order to convey some concept of dollar cost of weight, a few figures may 
e cited. 


YOT11 
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Over a period of about 12 years the production cost of bare airplanes, less 
equipment, has gone up from about $7 to nearly $50 a pound while the Mach 
number has gone from 0.5 to about 1.0. Prototype costs are higher than these 
by a factor of about 10. Even allowing for an inflation factor, it is evident 
that the cost of a pound of airp'ane has risen and continues to rise steeply. 

Althovgh individual airplane designs vary considerably in weight, the average 
weight empty of United States of America fighter types has increased from about 
5,500 pounds to ever 14,000 pounds in this same 12-year period. 

Studies of this trend toward increasing weight with speed indicate that the 
trend is rising at an increasing rate. The reason lies in the fact that increases 
in speed require more powerful engines: these engines are heavier and require 
more fuel: the greater speed imposes heavier loads and requires a stronger 
structure. The increased basic weight of engine, fuel and structure require 
larger wings, fuselage, tail, ete., and thus the whole airplane increases in size 
and weight. Asan example, a particular trend study of a general-purpose fighter 
indicates that the gross weight would have to be increased from about 11,000 
pounds to 40,000 pounds to push the speed through the transonic speed range, 

Now let us assume that we are able to increase the structural efficiency in any 
or all of several ways. We may determine the loads more accurately, develop 
stronger materials, or devise stronger and lighter structure through improve- 
ments in geometry or distribution of material. If, by such means, we increase 
the strength-weight ratio or reduce the intrinsic structural weight for a given 
required strength, the airplane starts to become lighter again. The reduced 
structural weight enables us to reduce the wing and tail sizes. This decreases 
the drag and we may now use a less powerful and lighter engine that uses less 
fuel. We thus save more wing and tail area, and so on until an equilibrium is 
reached consistent with the improved structural techniques. The gains resulting 
from structural improvement are large and they increased markedly as the speed 
is increased. At the highest speed of the trend study, for example, the gross 
weight would be reduced by more than two-thirds, or in this case by about 28,000 
pounds if 20 percent of the structural weight could be saved. At $50 per pound 
for production airplanes and $500 per pound for prototypes, weight savings of 
this magnitude are of obvious importance even for a single-fighter airplane. 

Studies of specife airplanes indicate the same effect. For example, a 20-per- 
cent strretural improvement in the P—51 would result in a gross weight reduction 
of about 20 percent, while the same percentage improvement in the case of the 
I—S6 would result in a gross weight reduction of about 50 percent. 

The point has been made that improvements in structural efliciency will result 
in highly beneficial reductions in airplane gross weight, resulting in great savings 
in eest. Tt should also be said that savings in structural weight can also be ap- 
plied to improvements in airplane performance with particular benefits to rate of 
climb and range. 

Now let us consider what the chances are of reducing structural weight through 
research, First, let us consider the matter of design loads as compared with the 
actual loads encountered in service. There are many aspects to this question 
of loads, and the subject gets too technical to go into deeply here. It has been 
estimated, however, that some of the loads used in design are not known within 
50 to 150 percent of their correct values. This means that the design strength 
has to be made high enough to cover such ignorance. How much too heavy the 
airplane will be because of conservative design loads depends on many factors. 
In the case of a simple beam, if the design load is 50 percent too great, the beam 
will be 50 percent too heavy, but in many other structural members the excess 
weight will not necessarily be as great as the excess load percentagewise. In any 
event lack of knowledge of applied design loads is costly, not only because of the 
likelihood of structural failure, but because it means excessive structural weight 
in many cases. It seems obvious enough that the loads research process, which 
means the scientific study and evaluation of applied loads, must lead to appreci- 
able weight reduction. 

Then there is the matter of materials. Improvement in the strength of air- 
craft materials has a most important bearing on weight, because the entire 
structure may thereby be favorably affected. The improvement of the strength 
properties of aluminum alloy that was accomplished during World War II 
made possible decreases in structural weight of about 10 percent. This saving 
was sufficiently important to have caused a minor revolution in airframe produc- 
tion metheds, forcing a change-over from cold-forming to hot-forming proce- 
dures. While the NACA does not itself develop new structural alloys, it must 
undertake the solution of structural problems introduced by new material 
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properties, and in that sense, structural research participates in weight reduction 
through the development of stronger materials. For example, although the 
introduction of high-strength aluminum alloy improved the strength for a given 
weight, the fatigue properties were not correspondingly improved. This change 
in material properties alone introduced many questions as to how the extra 
strength could be utilized without suffering undue troubles from fatigue, and on 
these questions a great deal of research effort had to be expended. 

The potentialities for weight saving through the use of titanium alloys are 
also very great, and no effort should be spared to make such alloys available for 
aireraft construction. But we may safely anticipate that there will be many 
structural problems attendant upon their use, and these problems will require a 
great deal of structural research ¢ffort before advantage can be taken of the 
potential weight savings that are intrinsic in the material. 

Another way in which reductions in weight can result from structural re- 
search is through exploitation of new structural types or geometry. The 
structures of all-metal airplanes designed for slow-speed operation usually con- 
sist of a few primary structural members, such as spars, to which are attached 
ribs or bulkheads that support a thin skin stiffened by so-called stringers or 
stiffeners. For high-speed operation this kind of construction is unsuitable. 
Thin flexible skin has to be replaced by thick stiff skin, and for this reason, 
coupled with the fact that wing sections themselves are thinner, the internal 
structure has to be different. The new types of construction forced by high 
flight speeds generate many possible structural configurations that may either 
be light or heavy, depending on the invention or conception of new structural 
arrangements and on knowledge of these new types of structures gained through 
research investigations. 

We have tried to show in a general way the importance of research on applied 
loads, structural materials, and structural configurations. The lack of adequate 
loads information is currently costing the country a great deal of money becaus> 
of too frequent structural failures and because of the excess weight required 
to cover our ignorance. More research effort is also needed on. structural 
materials and configurations to improve structural efficiency and to get the 
weight down. The potential gains in dollar economy and increased performance 
are very great here and we should not pass them up. 


SUPPLEMENTAL APPROPRIATION FOR THE FISCAL YEAR 1953 
JUSTIFICATION 


The most powerful incentive for research in aeronuutics has been and con- 
tinues to be the potentiality for gains in high-speed performance through reduc- 
tion in drag and increase in power or thrust. The speeds that are now being 
attuined through past and current research effort have resulted in great 
numbers of unusual problems in aerodynamics, propulsion, and structures, and 
the higher speeds yet to come are multiplying these problems at an ever-increas- 
ing rate. So long as structural deficiencies have not posed a serious bur to 
the attainment of high speed, these deficiencies have been tolerated. If struc- 
tural failures occurred, “tixes’’ could usually be found, and in times of emergency 
considerations of cost have been secondary. 

Deficiencies in technical knowledge relating to structural strength and effi- 
ciency are now becoming so serious, however, that they can no longer be tolerated. 
These deficiencies include almost complete luck of information on structural 
behavior at elevated temperatures; an entirely inadequate state of the art 
relative to flutter and other dynamic and vibration problems; excessive struc- 
tural weight resulting in oversize airplanes, poor performance in climb, ceiling, 
und range; and inadequate knowledge of applied loads, resulting in frequent 
structural failures. 

The increasing necessity for application of greater effort to the solution of 
certain structural problems was reflected in the NACA 1953 budget estimates 
through the inclusion of two items of construction—the conversion of the 19-foot 
pressure tunnel at Langley for dynamic model testing and the construction of a 
high-temperature structural research laboratory. The broader question of pro- 
viding a substantial increase in the NACA research effort in the field of air- 
craft structural research was a question of major policy that required exten- 
sive Surveys and analyses by our subcommittees and staff before final decisions 
could be reached. The results of these studies were not available in time to be 
reflected in our 1953 budget estimates, 











1010 INDEPENDENT OFFICES APPROPRIATIONS, 1953 


Our current request for a 1955 supplemental appropriation had its inception 
on April 19, 1951, at a meeting of the NACA Committee on Aerodynamics. At 
that meeting concern was expressed over the fact that structural research was 
lagging behind research on aerodynamics and propulsion to such an extent that 
progress being made in these last two fields could not find expression in actual! 
aircraft unless many difficult structural problems were solved. The matter was 
studied extensively by the Committee on Aircraft Construction and its four sub 
committees during the summer and fall of 1951. The Industry Consulting Com 
mittee also recognized the problem and, working through the Aircraft Industries 
Association, on December 17, 1951, submitted a report dated November 20, 1951 
that outlined many urgent structural problems requiring solution, 

The conclusions reached by the four subcommittees of the Committee on Air 
craft Construction were reported to that committee on February 12, 1952. Th: 
several committees were in unanimous agreement to the effect that substantia 
increases in structural and related research effort were necessary if the potential 
gains in speed resulting from improvements in drag and thrust were to be mad 
good, if other performance items such as rate of climb, ceiling, and range wer« 
not to suffer undue hindrance, and if increasingly costly structural failures were 
to be avoided. These conclusions variously indicated that expansion of research 
in structures, applied loads, flutter and vibration, and structural materials was 
urgently required to an extent ranging from “substantial” to “four or five fold.” 
The Committee on Aircraft Construction endorsed these conclusions and mad 
appropriate recommendations to the Executive Committee of the NACA on Feb 
ruary 14, 1952. As a final consequence of these considerations the Executive 
Committee concurred and authorized the Chairman to “submit to the Bureau of 
the Budget supplemental estimates for salaries and expenses for the NACA fo: 
the fiscal year 1953 in the amount required to provide an increase of as many 
new employees as can be properly assimilated for research in the field of aircraft 
construction, including supporting personnel, in addition to the increase of 797 
employees provided in the regular estimates now pending before the Congress.’ 

Because the importance of the high-temperature and flutter problems was 
en phasized in the 1953 budget presentation, no further reference will be made 
here to these matters except to point out that these problems require an en 
tirely new approach to the question of structural design—an approach that 
is complicated by the complete involvement of time and temperature in what 
have heretofore been purely static strength problems. This means that a whole 
new body of experience in structural behavior must be accumulated and design 
methods based on this experience must be evolved. It is probably not too much 
to say that the body of new information on structural Iaws and behavior that 
must be built up in view of these new problems exceeds the body of information 
that has been built up in the entire history of struetural engineering. Such 
an effort requires not only such new facilities as have already been requested, 
but considerable manpower, both in quantity and in quality, at work in existing 
facilities. 

Inadequate knowledge of applied loads is beeoming a costly burden. Air 
planes are becoming much more expensive than in the past, so that the cost 
of prototype structural failures and the required fixes are no longer easy fo! 
the national economy to bear. In limited numbers, large, high-speed bombers 
cost nearly as much as prewar battleships, so that the loss of investment dur 
to structural failure of parts of such machines becomes a most serious matte. 
Only the scientific and technical knowledge that accrues from research, coupled 
with excellence in design, can be expected to insure against such unwarranted 
costs. 

A great deal might be said, also, for savings in cost of production potentially 
possible through the development of new types of structure and new methods 
of fabrication. Integrally stiffened load-carrying sheet material, formed by 
press forging, extrusion or rolling, offer great possibilities in cost reduction and 
in increased structural efficiency. The many new structural forms that are 
made possible by such methods of production have to be studied extensively to 
take advantage of these potentialities. For example, it has been found from 
our current investigations that, when sheet material is integrally stiffened in 
a diagonally oriented waffle-grid pattern the strength of the sheet in compression 
is about three times as great as when ordinary straight stiffeners are used in 
the usual way. Sheet stiffened in this way can be formed by press forging or, 
if the stiffener depth need not be great, by rolling. In either case, productior 
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‘osts are much less than if the stiffened panel is built up of many small parts; 
in fact, the cost and difficulty of producing waffle-grid sheet by riveting together 
numerous small parts would probably prohibit their use. 

Another fact, not yet widely recognized, is that improvements in strength- 
weight ratio, or reduction in structural weight, are becoming of vastly greater 
jmportance than has been the case heretofore. The weight of an F—-S6 airplane 
is over 50 percent greater than the weight of its World War II counterpart, the 
P51, while the military load carrier has remained substantially the same. It 
can be shown that, largely because of this greater ratio of gross weight to useful 
oad, the benefits to be derived from savings in structural weight are now of the 
order of twice as great as before. When structural weight is saved, the wing 
size necesSary to carry the total weight becomes less; this reduction in wing 
size results in less drag and smaller sizes of other parts, and requires a smaller 
engine for the same speed; the smaller engine requires less fuel for the same 
duration or range of flight, ete. Thus, the gains are cumulative and, ultimately, 
they may be utilized either in reduction of airplane cost or in improvements in 
performance. 

As an example in support of the foregoing statement, a recent analysis has 
shown that, while a saving of 25 percent in structural weight of a P—51 airplane 
would result in a saving of 24 percent in its gross weight, a similar percentage 
saving in the structural weight of an F—S6 airplane would result in a saving of 60 
percent in its gross weight. Such a weight saving, if applied to greater engine 
power or fuel capacity, would result in a 70-percent increase in rate of climb or in 
a 34-perecent increase in the range. The potential gains in performance through 
improvements in structural efficiency are, therefore, of such great importance 
that we cannot afford to pass them up by neglect of structural research. 

All of these points reflect great need for research on applied loads, the effects 
of elevated temperatures, the dynamic behavior of structures, structural effi- 
ciency, and properties and behavior of structural materials. Current NACA 
effort in these fields is inadequate to guarantee against the possibility of struc- 
tural failure and against serious deficiencies in aircraft performance so essential 
to air superiority. The requested increase will not, by any means, bring struc- 


tural research to the same level, dollarwise, as aerodynamics and propulsion 
research, nor should this necessarily be the case. It will, however, remedy a 


serious discrepancy and insure to a reasonable degree against structural failures 
of our new combat aircraft. 

A summary tabulation showing the amounts requested in the President’s 
budget, the supplemental estimate, and the revised estimate is given below: 


Fiseal year 1953 


Supplemental 


President’s budget estimate 


Revised estimate 


Num- Total Num- Potal Num- Total 


otal number and annual cost 
manent positions 
educt lapses. . - - 


Average number and net 
permanent positions. 
Other personal services - - - 


Personal services 
Travel 
0S Supplies 
) Equipment . 
15 Taxes and assessments 
All other objects .. 


Total, salaries and expenses 


ber salary ber salary ber salary 


39, 875, 194 
2, 233, 194 


, 642, 000 
550, 000 


38, 192, 000 
320, 000 

5, 800, 000 

3, 000, 000 
152, 400 

), 869, 600 


O00 


$3, 350, 000 
1, 675, 000 


5, 000 
25, 000 


000 
&, 500 
282, 000 
1, 500, 000 
9, ADO 


3, 500, 000 


9,300 | $43, 225, 194 
690 3, 908, 194 


8,610 39, 317, 000 
5, 000 


OOO 
SOO 
000 
000 
900 
600 


O00 
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01 Personal services.—$1,700,000 is requested under this object to permit the 
filling of 700 additional positions during the fiscal year 1953. This will provide 
350 additional man-years of work. The proposed distribution of the 700 posi- 
tions by location is as follows: 


Langley Laboratory... - Ae sacsee tse Saatientgasdocaeas oases ta os aes eaten eed ae ates 542 
Ames Laboratory—___.-..-_- eRe ee ce a) ae sadist aes iapesigrin Seanad geek aeaae 


ON cc ee a eR ec ae oe 2 eaten = ee 


It is proposed to fill these positions at an even rate throughout the year, so 
that an over-all lapse rate of 50 percent of the annual cost of the positions wil 
be realized. 

0S Supplies and materials.—The fabrication of structural models and test 
pieces and the adaptation of apparatus and facilities for the specific work to b« 
carried on will require the purchase of additional supplies and materials in the 
amount of $282,000. 

09 Hquipment.—Certain items of specialized equipment, including indicating 
and recording instruments, will be necessary for the effective prosecution of the 
proposed research. Some of the major items are as follows: electromagnetic 
and mechanical vibrators to study the response of aircraft structures to suddenly 
applied loads such as are encountered in gusts and landing; tension-compression 
torsion, bending-vertical-shear, and screw-power testing machines to study 
strength and stress analysis of aireraft structures; and a programed axial 
load machine to investigate the fatigue life of aircraft structures by application 
of repeated loads. The cost of the additional equipment is estimated at 
$1,500,000. 

Other objects of erpenditure—Small increases in travel and taxes and assess 
ments ($8,500 and $9,500 respectively) are requested to defray the additional 
costs to be incurred under these objects in support of the expanded research 
effort. 


SALARIES AND EXPENSES 


Senator SauronsraL.. Now you are asking for the salaries and ex- 
pei nses to be changed from $54,334,000 to $57,834,000, or an increase of 
$3,500,000. 

Ww hy do you need that additional money ? 

Dr. Drypen. May I first try to explain the relationship which must 
be a little bit puzzling to the committee? We will do this very quickly, 
sir. 

The regular budget submission, of course, was made last September 
The President’s budget was sent to the Congress in early January, 
and the House reported the appropriation bill on March 14. 

On February 12 and 14 the matter which is the subject of our dis 
cussion came to a head before the Subcommittee on Aircraft Con- 
struction and the Executive Committee of the NACA. 

At the meeting on February 14 which was about 4 weeks prior to 
our knowledge of what the House action would be, the executive com- 
mittee directed the chairman to submit this supplemental item, and 
I will describe its content a little later. I just want to make clear 
that this action was taken before we knew what the House action 
would be on the regular bill. 

Now, the budget hearing on the supplemental was held on April 
18, and I appeared before you on April 23 on the appropriation bil! 

At that time the budget had not acted, and in accordance with the 
rules, I was not free to discuss the supplemental with you at that time, 
although it would have been, I think, a little clearer to discuss the 
whole picture at one time. 


} 
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The favorable budget action was taken on the 30th, which was a week 
after my appearance before you, and the supplemental was sent over 
to the Congress on May 1. 


AIRCRAFT DEVELOPMENT 


Now, this item grows out of the concern of a great many people | In 
the aeronautical industry that the structure of the airplanes 1s becom 
ing the critical feature in the design. If we have an airplane which 
performs well it is no good if it breaks up in the air. 

All through the history of the development of aircraft we have 
run into these unexplained structural failures because of an absence 
of knowledge. And the reason the executive committee supported 
this item which they hoped would be in addition to the original bud 
vet of the President, was because they were concerned about the struc- 
tural integrity of the airplanes which are now in the design stage. 

Now, I know you have not time for a long technical discussion. 
I want to make three points. I have a much longer statement which 
I would like to put into the record, if you have no objection. 

Senator SALTONSTALL. Without objection the statement will 
be put into the record directly after the justification and request. 

Dr. Dryven. It is not often we get action pictures of an airplane 
actually breaking up as we have here. This is a picture of an airplane 
janding on a carrier which, as you see, has broken apart in the middle. 
This airplane was designed knowing that the back end would be 
grabbed by a hook and the front end with its engine would try to con- 
tinue to go forward. 

It was designed for a tension load which actually was greater than 
the tension load that is on this particular airplane. 

Also, it is known that when the airplane slaps down on the deck 
there is a bending of the fuselage and this airplane was designed for a 
bending load which was greater than the bending load which this 
particular aircraft experienced. 

However, the combination of an axial load less than that the air- 
plane would withstand safety, and a bending load less than the mani 
mum safe pure bending load resulted in this failure. 

We say this is due to our ignorance of the structural loads that come 
on this particular airplane under these landing conditions. 

Here is another case of structural failure of an airplane in this 
picture. These are two successive pictures taken with a tracking 
camera. In the upper one the airplane is intact, and in the second 
large pieces of the wing have broken off. 

The exact explanation of this particular failure is somewhat obscure. 
I do not think we want to get into that. 

Senator Corpon. When were those taken, Dr. Dryden ¢ 

Dr. Drypen. The first one was in 1943 and the second one in 1949. 
There have been failures more recently, but we do not often have a man 
there with a camera who gets a picture of it. 

This next one is very interesting because it illustrates the indirect 
cost when the structure of a prototype aircraft fails. This is an air- 
plane which is familiar to you. 

If vou recall the time of the Berlin crisis when the airlift was begun. 
we had airplanes like this airplane deployed over Europe. It was the 
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fighter airplane on which the Air Force was then relying in the event 
of trouble. 

And if you recall those days, some people thought that World War 
III was very close. You may remember the newspaper stories of these 
failures. This airplane began to do the sort of thing that you see here. 

Senator Corpon. What is it doing? 

Dr. Drypen. It is making a simulated attack on these three bombers. 
In the course of this attack and the maneuvers connected with it, in 
almost straight flight, as a matter of fact, very little maneuvering, the 
airplane came apart. The tanks on the wing tips came off; the wings 
came off the airplane. There were a aonsiieoable number of similar 
failures reported in the press at that time. 

For some 3 or 4 months the causes and the cure of these failures 
were not known. During that time the airplane was grounded, the 
airplane upon which the Air Force relied. 

Now, I simply remind you of this incident as illustrating the in- 
direct cost when we do run into a structural failure of an airplane on 
which we place a very heavy reliance. 

Senator Corvon. I would not think that you would place a heavy 
reliance on it until you knew that it would withstand that sort of 
thing. 

Dr. Drypen. The problem is to get sufficient knowledge about the 
loads that come on the airplane in all of its maneuvers so that you can 
be sure. 

Senator Corvon. That is right; but the other half of the problem 
is not to accept it and place reliance on it until you do have that. Is 
that right, or not ? 

Dr. Drypen. This airplane was tested. I see I must go into a little 
more technical detail. 

Senator Corvon. That is right. 

Dr. Drypen. This airplane was accepted and tested. It was then 
desired, because of the use conditions to put additional fuel in it. 

The solution adopted, since there was no time to develop and build 
new aircraft, was to put fuel tanks on this airplane. You have seen 
them on many airplanes. 

Senator Corvon. Was there not time before that emergency arose to 
have anticipated it ? 

Dr. Drypen. I do not quite see how this could have been anticipated. 
If it could have, I am sure it would have been. 

Senator Corpon. You can anticipate always that there is trouble 
ahead. 

Dr. Drypen. Well, you can anticipate that you are going to run into 
trouble when you are working at the extremes of knowledge. On a 
bridge or a building we can afford to play it very safe; the weight is 
of minor importance. If you put in large factors to make up for ag 
ignorance in an airplane you have an airplane that is no good; 
will not fly. 

Senator Sauronstauty. Dr. Dryden, if Senator Cordon is satisfied 
reasonably with those pictures for the time being, may I ask this 
question : 
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PERSONNEL 


The President’s budget on an average year from your own figures 
represented 8,260 man-years from a total of 8,600 positions. The 
House figures cut you down to 6,800 employees, or a reduction of 
1,800 positions. 

Dr. Drypen. That is correct. 

Senator SALToNsTALL. You requested that full restoration in this 
committee in its original hearing ¢ 

Dr. Drypen. That is right. 

Senator Sarronstraun. In addition to that 1,800 you are requesting 
700 more ¢ 

Dr. Drypren. That is correct. 

Senator SauronsrauLn. For a total of 2,500 positions over what 
the House cut you tof 

Dr. Drypen. That is the requested picture, and, of course, you are 
getting to the same problem that we discussed at great length before. 
It is perh: ups not necessary again to go into the matter of ‘balance of 
the national program between the research agency and the develop- 
ment agency. 

Senator SavronstaLyt. Boiled down, does not that represent your 
picture ¢ 

Dr. Drypen. That is the story. 

Senator SauronsraLL. Your argument is that you will be going 
forward and that you need these additional employees for the ‘addi- 
tional research on the specific subject of structural defects? 

Dr. Drypen. That is right. 

Senator SautronsTaLu. And it is up to the Congress to decide how 
far to go? 

Dr. Drypen. That is right. 


CONSTRUCTION FUNDS 


Senator SALTonsTaLL. And in addition to the House cut there, 
they cut you altogether $3 million from construction ¢ 

Dr. Drypen. That is right. 

Senator SarronsrauL. And you have argued very strenuously that 
that $3 million should not be cut from construction 

Dr. Drypen. This is a part, if you recall, of the structural facility 
picture. 

Senator SauronsratuL. Certain wind tunnels, and things of that 
kind ? 

Dr. Drypen. A wind tunnel for flutter research and high-tempera- 
ture test facilities. 

Senator SALTONSTALL. Senator Cordon, I think that I have heard 
this subject before, and it is simply a question of manpower and 
research. Do you have any further questions ¢ 


INITIATION OF SUPPLEMENTAL REQUEST 


Senator Corvon. With me it is only a question of the statement 
here that technical developments since this budget was prepared 
require this additional amount of money. TI am not interested in how 
any or anything else. 
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I cannot understand how a question of this sort could have arisen 
in that period of time, and I would like to have some justification for it. 

Senator SavronstaLt. Would you address yourself to that question, 
Dr. Dryden, which is a very fair question ¢ 

Dr. Drypen. Yes, sir. 

Senator Corpon. This is a supplemental estimate here which 
represents something. 

Senator SavronsraLL. A new change. 

Senator Corpon, Something they did not know about when they 
prepared their original estimate. What is it’ 

Dr. Drypen. I think there is a very detailed history in the statement 
which you have put in the record. 

The discussions of this subject began in our technical subcommittees. 
I might say that this arose not from any movement on the part of 
the staff of the agency. It arose in the technical subcommittees, and 
curiously enough in the Aerodynamics Committee as early as 
April 1951. 

This was when the subject was first discussed to my knowledge. 
Structural research was lagging behind research on aerodynamics and 
propulsion. It was said that NACA has laboratories for aerodynamics 
and propulsion, and the time has come when we ought to have a 
complete laboratory devoted entirely to structures. 

This did not seem reasonable to the staff. 

Senator Corpon. What staff? 

Dr. Drypen. The NACA staff. Entirely apart from the general 
budgetary situation, this matter was studied, and several subcom- 
mittees as well as the Industry Consulting Committee studied it; 
and as I have told you, it did not come to any specific recommenda- 
tion until the meeting of the Committee on Aircraft Construction 
on February 12. 

Senator SALTONSTALL, 19524 

Dr. Drypen. 1952. 

This came up in the executive committee on February 14. The 
initiative came entirely from the members of the subcommittee that 
this situation was so urgent that a supplement should be sent to the 
Congress immediately. 

Senator SavTonstautn. Is it confined in this statement, and I am 
quoting from page 8-1 (reading) : 

These conclusions variously indicated that expansion of research in structures, 
applied loads, flutter and vibration, and structural materials was urgently 
required to an extent ranging from “substantial” to “four- or fivefold.” 

Dr. Drypen. That is correct. 

Senator SaLTonstaLL. That is your conclusion and that is why you 
are here ? 

Dr. Drypen. In addition, I did not bring before you other recom 
mendations about revamping and reorienting of the work of the 
present staff. This is why I am here. The staff did not originate 


this request; it came very strongly from our advisory committees, 


and the action in the executive committee was on the motion of one 
of its own committees to put in a supplemental now rather than wait 
a year to submit this in the budget for 1954. 

That is the picture, and I do not want to go into any more detail 
than you want, sir. 
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Senator Corvon. Let me read you something. Are you through 
now 

Dr. Drypen. I will make one more statement. 

A research emergency, of course, does not have the same character 
as an emergency on the battlefield. I do not think I need to belabor 
that. 

Senator Corvon. A research emergency represents the day when 
studies intiated long ago finally had their culmination in a decision. 
No emergency is ¢ reated at all except that that might be termed an 
emergency, the decision ? 

Dr. Drypen. Stating the facts, the discussion to the best of my 
knowledge began in April 1951. We were not in a position to present 
anything to the Congress until this supplemental was sent over. I 
did not select the timing of it, I must say, but that is beside the point. 


STRUCTURAL PROBLEMS 


Senator Corvon. On page 10, I quote this sentence (reading) : 


AS an example in support of the foregoing statement, a recent analysis has 
shown that, while a saving of 25 percent in structural weight of a P-—51 airplane 
would result in a saving of 24 percent in its gross weight, a similar percentage 
saving in the structural weight of an F-S6 airplane would result in a saving 
of 60 percent in its gross weight. 

What that says to me is that the percentage of total weight of an 
K-86 attributed to the structural factors is greater than the percentage 
ina P-51. Isthat right ? 

Dr. Drypen. May I have atry? That is not exactly what it says. 

The F-86 is an airplane which goes to much higher speeds, and for 
every pound that you put in the dead weight which is of no use you 
have to have a slight increase in the engine size; you have to increase 
the fuel to carry it further. 

In our present-day airplanes every pound of dead weight you put 
in means you add 10 pounds to the weight of the airplane when it is 
fully loaded with engine and fuel. 

Senator Cornon. We have now run into a fourth dimension with 
speed and movement. 

Dr. Drypen. Each pound, furthermore, costs you from $20 to $50 
in the production of airplanes. Here are some figures on what pro- 
duction of airplanes cost. 

Senator SarronstaLy. With a lightweight horse jockey you are bet- 
ter off than with a man of 200 pounds. 

Dr. Drypen. Only if you design your airplane from the beginning 
that way, because you have to leave out the structural weight that is 
necessary to carry the excess fat; otherwise, you have no advantage 
from just removing the weight. 

Senator Corpvon. Is this a fair statement: The necessity for con- 
tinued study of the structural problem in airplanes has always existed. 
As the airplane itself has been improved in power and design so as to 
have an increase in speed, somebody—and I would like to know who 
it is if you can tell me—has wholly failed to maintain in this country 
the necessary study in the field of structural necessities so as to keep 


abreast of the increasing potentials of power and speed in the plane. 
Is that right ? 
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Dr. Drypven. I have just a slight difference. Essentially it is cor- 
rect. If anybody is responsible, we are for not having come to you 
some years ago and not hain gotten more money for structural re- 
search. There has always been structural research in the 400- and 500- 
mile-an-hour airplane. It is a matter of very much less importance 
and very much less difficulty than in the larger planes, high-speed air- 
planes that we are now building. 

The structural problems are now coming to the fore. If you talk 
to the designers, you will find that the structural problem is now 
coming to the point where it may be the controlling one. 

Previously the propulsion and aerodynamic people have had the 
more difficult problems. 

Now, essentially your statement is correct, and if there is a failure 
it is our failure for not having convinced you earlier that we should 
have more effort in this direction. 

Senator Corvon. There was, however, I take it from your statement, 
an unknown field; namely, that of the ratio of increased strain result- 
ing from increased speed. That ratio is now being known to have 
increased more rapidly as the speed increased; that is, more rapidly 
as proportionately the speed is increased. Is that correct? I do not 
know if I am coherent. 

Dr. Drypen. I think it is reasonably clear. 

Senator Corpon. What I am trying to say is this: We might say 
that the two lines I am drawing on this piece of paper here running 
somewhat parallel represent in one case the increase in power and 
speed, and in the other the increase in strain on the struetural portion 
of the plane. 

We suddenly increase or we reach a point in increase of speed at 


which, while the increase may be along the same line, so far as o 


and power is concerned, there is a sharp increase in the ratio of the 
strain on the structural portion of the plane. 

Dr. Drypen. We have been discussing this, I think, with the Con- 
gress since 1947. When you come to the speed of sound, the whole 


order of difficulties, the whole nature of the problems change. 
SUPERSONIC-SPEED RESEARCH 


Senator Corpon. There was a sonic barrier after all. 

Senator SALTonsTaLL. The explanation to the simple layman is that 
the jet engine has given you enormous increases in power, and power 
is no longer a problem. Your problem now is to build an airplane 
structure per pound that will be sufficiently light to absorb the power 
without breaking up. 

Dr. Drypen. Exactly, with the problem aggravated by the aero- 
dynamic fellows saying that to get higher performance you need 
thinner wings and swept-back wings which have some funny 
distortions. 

Senator Sauronsratyi. Senator, have you anything further? 

Senator Cornon. Is there any type of mathematical formula that 
you can apply in this field of aerodynamics that is fixed and certain 
at all times? 

Dr. Drypen. In both the regions well above the speed of sound and 
the regions well below the speed of sound, there is an adequate mathe- 
matical theory. In the region from about 80 percent of the speed 
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of sound to about 40 percent above, there is no adequate mathematical 
theory. 

Senator Corpon. Thank you. 

Let us take a minute on that chart. What do you have there? 

Dr. Drypen. This is just a chart that shows in this particular case 
that if you shoot a missile off at a speed of three times the speed of 
sound, after 50 seconds the skin is at a te mperature of 600° F. The 
heavier metal inside the structure has not had time for heat to get in. 
Its temperature is around 300°, and that in the middle around 70°. 
That sets up a stress system, but that is a different problem from the 
one we discussed earlier. 

The same thing happens when you pour hot water suddenly into a 
milk bottle. ‘The bottle breaks because it cannot stand the te mperature 
clifference. 

In exploratory work we have encountered an entirely unexpected 
and new phenomenon. We are trying to find out what problems 
these people are going to run into, and it is our business to try to 
find those problems before they run into them in an airplane up in 
the air. 

Senator SaLronstaLut. Where you might kill someone. 

Dr. Drypen. And kill the personnel. 

Senator Savronstautu. That is the same problem that you had when 
— got up in the snowstorm. You lost some people because you 

had not figured out what would happen to a jet traveling so fast in a 
snowstorm. 

Senator, do you have any further questions? 

Senator Corpvon. I have no further questions. 


NGUAGE CHANGE 


Senator SatronsTatL. Mr. Secretary, did you have a question on the 
Thomas amendment ¢ 

Dr. Vicerory. Senator, | would like to suggest for the consideration 
of the committee, if they want to adhere as nearly as possible to good 
administration and to the principles of the Thomas amendment and 
vet simplify it so it will be feasible and workable and acceptable 
und not destructive of morale in the Federal service, I would suggest 
that on page 63, line 8 

Senator SALTONSTALL., On page 63 you suggest a certain amendment 
be put in. It is the suggestion of our clerk if you will write a letter 
viving your suggested change in language, and the reasons therefor, 
we will insert that in the record at this point. 

I think that will be clearer than trying to explain it now. 

Dr. Vicrory. Very good, Senator. 

Senator SaLTONsTALL. That may be inserted into the record at this 
point. 

(The information referred to follows :) 

NATIONAL ADVISORY COMMITTEE FOR AERONAUTICS, 
Washington 25, D. C., May 8, 1952. 
Senator BurNEeT R. MAYBANK, 
Chairman, Subcommittee on Independent Offices, 
Committee on Appropriations, 
United States Senate, Washington 25, D. C. 


_DEAR SENATOR MAYBANK: During hearings on supplemental estimates for the 
National Advisory Committee for Aeronautics on May 7, 1952, I was invited to 
submit comment on section 401 of the independent offices appropriation bill, 


H. R. 7072, dealing with annual leave. 
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The intent of section 401 is not clear. Its enactment would certainly cause 
unrest and confusion in the Federal service; hurt morale, impair efficiency, and 
therefore increase the cost of Government, 

The present Congress, after voluminous hearings, enacted less than a year agi 
basic legislation known as the Annual and Sick Leave Act of 1951, which dealt 
in a fair and farsighted manner with this subject matter. By that legislation, 
annual and sick leave were reduced for most Federal employees, but the right 
to accumulate annual leave up to 60 days was expressly authorized. This was 
in the nature of a “quid pro quo” and was particularly meritorious in view of 
the absence of legislation regarding severance pay or unemployment compensa 
tion for Federal employees. 

Section 401 modifies basic legislation not yet a year old. To accomplish the 
economies Claimed it would have to be construed so as, in effect, to confiscate 
rights of Federal employees to compensation for services previously rendered 
which rights are now represented under the law by accumulated leave. Every 
hour of accumulated leave has been earned by service performed. Until such 
accumulated leave is either used or paid for in cash, the services represented 
thereby remain uncompensated. The employee’s right to payment cannot be 
extinguished by what amounts to ex post facto legislation. 

I believe after more mature consideration of your invitation to comment, that 
the interests of good administration would be better served by striking out the 
entire section 401 than by seeking to amend it. If the Congress desires to amend 
the Annual and Sick Leave Act of 1951, 1 suggest it would be better procedure 
to do so after full consideration by the Post Office and Civil Service Committees 
of the Senate and House of Representatives, which have cognizance of the subject 
matter. 

Sincerely yours, 
J. F. Vicrory, Executive Secretary 


Senator Savronstatt. Dr. Dryden, have you anything further / 

Dr. Drypen. I think I have said all that is worth taking your time 
with. 

Senator Savronsraue. Thank you very much. 

Dr. Drypen. Thank you, gentlemen. 

Senator Savronstatt. We will recess at this time until 2 o’cloc! 
this afternoon. 
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AFTERNOON SESSION 
HOUSING AND HOME FINANCE AGENCY 
SALARIES AND EXPENSES 


STATEMENTS OF RAYMOND M. FOLEY, ADMINISTRATOR, HOUSING 
AND HOME FINANCE AGENCY; WILLIAM K. DIVERS, CHAIR- 
MAN, HOME LOAN BANK BOARD; WALTER L. GREENE, ACTING 
COMMISSIONER, FEDERAL HOUSING ADMINISTRATION; JOHN 
TAYLOR EGAN, COMMISSIONER, PUBLIC HOUSING ADMINISTRA- 
TION; ACCOMPANIED BY B. T. FITZPATRICK, DEPUTY ADMIN- 
ISTRATOR AND GENERAL COUNSEL; BURTON 0. YOUNG, DIREC- 
TOR, DEFENSE PROGRAMS; NATHANIEL S. KEITH, DIRECTOR, 
DIVISION OF SLUM CLEARANCE; ARTHUR D. MORRELL; DEPUTY 
COMMISSIONER, COMMUNITY FACILITIES SERVICE; VERNON E. 
HUBKA, ASSISTANT GENERAL COUNSEL, PREFABRICATED AND 
ALASKA HOUSING LOANS; JOSEPH H. ORENDORFF, DIRECTOR, 
DIVISION OF HOUSING RESEARCH; J. STANLEY BAUGHMAN, 
PRESIDENT, FEDERAL NATIONAL MORTGAGE ASSOCIATION; 
JOHN M. FRANTZ, DIRECTOR, BUDGET AND ORGANIZATION 
STAFF; A. M. HILLHOUSE, PRINCIPAL BUDGET ANALYST. HOME 
LOAN BANK BOARD: J. ALSTON ADAMS, MEMBER OF THE BOARD: 
F, F. LOVELL, DEPUTY GENERAL MANAGER, FEDERAL SAVINGS 
AND LOAN INSURANCE CORPORATION; V. BONESTEEL, CHIEF 
EXAMINER, EXAMINING DIVISION; T. CORCORAN, BUDGET 
OFFICER. FEDERAL HOUSING ADMINISTRATION: BURTON C. 
BOVARD, GENERAL COUNSEL; LESTER H. THOMPSON, COMP- 
TROLLER: ALLAN F. THORNTON, DIRECTOR, RESEARCH AND 
STATISTICS DIVISION; JOHN D. BURROWS, DIRECTOR, BUDGET 
DIVISION. PUBLIC HOUSING ADMINISTRATION: MARSHALL W. 
AMIS, GENERAL COUNSEL; HERBERT L. WOOTEN, ASSISTANT 
COMMISSIONER FOR ADMINISTRATION; AND JOSEPH P. LEAHY, 
ACTING BUDGET OFFICER 


Senator Maynank. Come to order, This afternoon we have the 
Housing and Home Finance Agency. I will put the letters of April 
17 and May 6, 1952, in the record along with the justifications, 

(The letter and justifications referred to are as follows :) 


APRIL 17, 1952. 
Hon. Burner R. MAYBANK, 
Chairman, Subcommittee in Charge of the Independent Offices 
Appropriation Bill, 1953, 
United States Senate, Washington, D. C. 

Dear Mr. CHAIRMAN: This is an interim reply to your letter concerning re 
quested amendments to the independent offices appropriation bill for the fiscal 
year 1953. 

The Housing and Home Finance Agency is in the midst of working on revised 
estimates and will be in a position within a few days to indicate the changes 
in the House bill which are deemed to be absolutely necessary. With some 
reductions in appropriations as drastic as 18 percent, 30 percent, and 42 percent, 
and with the imposition of very restrictive limitations, more time has been 
required this year to review the effects of the House bill. 
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Meantime, for the convenience of your committee in planning its schedule, I 
wanted to advise you that the drastic cuts make it a matter of great importance 
to us that we be permitted, at the proper time, to appear before your committee 
to present and explain a considerable number of requested amendments, 

Sincerely yours, 
RAYMOND M. Fo.ry, Administrator. 


May 6, 1952 
Hon. BuRNET R. MAYBANK, 
Chairman, Subcommittee in Charge of the Independent Offices Appropriation 
Bill, 1958, United States Senate, Washington, D. C. 


DeAR Mr. CHarRMAN: In further reply to your letter of March 17 there are 
transmited herewith amendments and brief supporting statements with respect 
to the changes recommended by this Agency in H. R. 7072, the Independent Offices 
Appropriation Act, 1953, as passed by the House. 

Taking into consideration the many burdens on your committee, I regret that 
these amendments are so numerous. Their number is, however, a reflection of 
the unusual severity of the House bill with respect to the functions and pro- 
grams of this Agency. 

May I call your attention to the fact that a number of these amendments 
refer to legislative and special limitation provisions, as distinguished from 
budget items in the more usual sense of the term. While some of these are 
rather technical, they are extremely important to Agency operations, and I 
hope your committee will have an opportunity to study them along with the 
money amounts involved. 

Sincerely yours, 
RAYMOND M., Fo.ey, Administrator. 


HOUSING AND HOME FINANCE AGENCY 
OFFICE OF THE ADMINISTRATOR 
(Estimate $6,250,000; proposed by committee, $4,606,000; in act, $3,606,000) 
(House hearings, pp. 848-949) 


(1) Page 22, lines 14 and 15, strike out “not to exceed $210,000 for expenses 
of travel ;”’. 

(2) VPage 22, line 22, strike out “$4,606,000” and insert in lieu thereof 
“$5,700,000”, an increase of $1,094,000 above the amount allowed by the House 
committee. 

(3) Page 25, lines 12 and 18, strike out “, but such nonadministrative expenses 
shall not exceed $374,000.” 

(4) Page 25, after line 13, insert a new paragraph as follows: 

“Defense community facilities and services: During the current fiscal year 
not to exceed $225,000 of the appropriation granted under this head in the 
Second Supplemental Appropriation Act, 1952, shall be available for adminis- 
trative expenses in connection with the construction of facilities under such 
appropriation.” 

HOUSE REPORT 


(Pertinent excerpts, H. R. 1517, p. 11) 


“Salaries and cexpenses.—The committee considered a total estimate of $6,250, 
(XX) for the Office of the Administrator and has recommended $4,606,000 which 
is $1,644,000 less than the budget estimate. This appropriation contains for the 
first time funds for advance planning of non-Federal public works; and for 
salaries and expenses, defense housing and community facilities and services. 
The committee considered estimates totaling $2,430,200 for these two activities 
and has effected substantial reductions in funds requested for each activity. 

“Defense community facilities and services—The committee has eliminated 
from the estimates the proposal to reappropriate $225,000 for administrative 
expenses in connection with this construction program for the fiscal year 1953. 
The committee directs these funds not he obligated, but be covered into the 
Treasury. 
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JUSTIFICATIONS 


(1) Administrative exrpenses—Limitation on travel 


This would limit travel to two-thirds of the budget estimate, and is about one- 
third below actual travel costs for this year despite a larger anticipated workload 
in several programs, especially slum Clearance and college housing. Very little is 
spent on travel for general supervision and coordination ; almost all officially au- 
thorized travel is in connection with direct operations and involves projects 
physically located in communities all over the country: Slum clearance projects 
in Some 150 cities and towns, college housing projects and research contacts a 
educational institutions, defense housing and community facilities problems in 
critical defense areas, ete. 

This appropriation has not heretofore had a travel limitation and a ceiling adds 
nflexibility where strict but flexible administrative controls have functioned. A 
limitation will have disastrous effects especially on the slum clearance and urban 
redevelopment program because of the number of projects which in fiscal 1955 
will move from the final planning stage to the development stage. 


) 


(2) Salaries and expenses 


The House action is a 42 percent cut in this item, which is the basic appro 
priation supporting the Office of the Administrator. 

The Congress during the last 5 years has steadily added to the Office of the 
Administrator’s responsibilities, now a total of 10 operating programs (with 7 
under this appropriation item). Even under the House coniunittee fi,ure ($4,606, 
000) these direct operations would have to be drastically curtailed ; under the 
House action they would be so seriously crippled for fiscal 1953 that all new busi 
ness would have to be rejected and activities confined to protecting loans and com- 
mitments already made. This would amount in substance to a suspension for 
fiscal 1958 of much of the special housing legislation enacted since 1948. Some of 
the effects of a 42 percent cut on this item would be the following: 

lL. Slum clearance and urban redevelopment: More than 75 cities with active 
program reservations would have to be notified that their programs cannot pro 
ceed, Over 150 approved local pregrams already under way would be slowed dowa 
materially, and such delays would substantially increase project costs. 

2. College housing program: All projects not already under contract would be 
stopped. 

3. Housing research: More than $2 million already invested in research proj- 
ects would be largely lost through inability to complete and utilize results. 

$. All other activities, including defense programs, would have to be cut back 
virtually to skeleton operations. 

Restoration to $5,700,000 would require a substantial cut-back in programing 
for defense housing and community facilities, but with the stretch-out in the 
defense plans and the loosening of materials regular programs could be con- 
tinued with the strictest of economies. 


(3) Nonadministrative exrpense limitation for inspection and audit (college 
housing and slum clearance) 


The workload in 1958 in the inspection and audit of college housing and slum 
clearance projects is not controllable by the agency but depends upon the rate at 
which educational institutions and local governments push their prcjects forward. 
The purpose of such inspection and audit is to protect the financial interests of 
the Government. A limitation on these expenses without regard to workload 
could expose the Government to needless risk, but would not in any case reduce 
budget appropriations from the United States Treasury because these exp nses 
are required by law to be paid from the inspection and audit fees charged the 
educational institutions and local public agencies. 


(4) Defense community facilities and services—administrative expenses 


Federal assistance to, or construction of, defense community facilities is a di- 
rect operating responsibility of the Office of the Administrator. T..e House com- 
inittee completely eliminated funds for administrative expenses in connection 
With this program. Such expenses are essential in connection with planning and 
design of projects; letting of contracts ; control of costs; ete. There are no other 
funds with which these costs can be absorbed. The amount requested is less than 
6 percent of the total construction cost of the projects involved. 


95711—52——_65 
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PusLic HOUSING ADMINISTRATION 


ANNUAL CONTRIBUTIONS 


(Estimate, $36,000,000; 1952 act, $10,000,000; H. R. 7072, bill $29,880,000 
H. R. 7072, act, $29,880,000 ) 


(House hearings, pt. 2, pp. 998 through 1037) 


(1) Page 23, line 18, strike out “$29,880,000” and insert in lieu thereo{ 
“$36,000,000”, the estimate, or an increase of $6,120,000 in the appropriati: 
above the amount allowed by the House committee. 

(2) Page 24, lines 11 through 25, strike out the entire proviso reading “/) 
vided further, That notwithstanding the provisions of the United States Ho 
ing Act of 1937, as amended, the Public Housing Administration shall no 
with respect to projects initiated after March 1, 1949, (1) authorize during 
the fiscal year 1953 the commencement of construction of in excess of twent) 
five thousand [5,000 in the Act] dwelling units, or (2) after the date of a; 
proyal of this Act, enter into any agreement, contract, or other arrangeme:: 
which will bind the Public Housing Administration with respect to low 
annual contributions, or authorizations for commencement of constructi: 
for dwelling units aggregating in excess of twenty-five thousand [5,000 in tli 
Act] to be authorized for commencement of construction during any one fis: 
year subsequent to the fiscal year 1953, unless a greater number of units 
hereafter authorized by the Congress :” 

(3) Page 25, after line 8, strike out the amendment added by the House 
follows: Prec further; That ne part of any Ap epr eH eRteed i +hi- 
section shett b tsed te prey sHHttel eonteibttions on any Hotsite tH ef & preted: 
assisted under the trited States Housine +~et ef 4447; as amended; whieh | 
seetpied by & pesseH ashe i4 ot tether of HH oPeHtHiaition desieted As stbeet~ic 
be the -A+tortey General 


COMMENTS IN HOUSE REPORT 


(1) Annual contributions Gppropriation.—The House report includes the 
lowing on page 14: 

“The bill contains an appropriation of $29,880,000 for annuai contributio: 
which is $19,880,000 in excess of the 1952 appropriation and $6,120,000 less 
than the budget estimate. The increase over the 1952 appropriation is 1% 
quired to meet annual contributions on projects completed under the 14!) 
act low-rent housing program. As the committee has previously pointed o 
this appropriation will continue to increase annually until a maximum 
$356,000,000 is reached. Payments run over a period of 40 years and the 
are for amounts over which the Congress has no real control because they are 
for obligations to which the Government is committed under legislation pre- 
viously enacted by the Congress.” 

(2) Limitation on construction starts—The following appears on page 13: 

“The Housing Act of 1949 authorizes the start of construction of 135,000 low- 
rent housing units each year for 6 years commencing with July 1, 1949. Under 
this program at the present time there are about 15,000 units available for 
occupancy and 105,000 have been started and are under construction. Thi 
budget program as presented to the committee proposed approval of 75,000 
additional units for fiscal year 1953. The committee has recommended a redu 
tion in this program for fiscal year 1953 to 25,000 units. The committee has 
also provided in the bill that not to exceed 25,000 units may be started in any 
year subsequent to 1953 unless Congress approves such increase. Funds have 
already been appropriated under recently enacted legislation which will permit 
the initiation of construction of housing in certain defense areas and the Presi 
dent’s budget for 1955 indicates that authorization will be requested for an 
additional $300,000,000 for defense housing. In view of the accentuation of 
this type of housing and the scarcity of materials required for such construction 
the committee is of the opinion that the reduction recommended by it in co! 
nection with the normal housing program is not excessive.” 
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JUSTIFICATION 


(1) Annual contribution appropriation 

The budget request, $36,000,000, represents a carefully prepared estimate, 
on a project-by-project basis, of the annual contributions required in 1953 and 
applies only to projects which had been placed under construction on or before 
July 1, 1951. Therefore, any reduction in the construction starts in 1953 will 
have no effect on the 1953 annual contribution requirements. 

If the reduced appropriation stands it is extremely likely that the Public 
Housing Administration will be required to submit a supplemental appropriation 
request during the fiscal year 1953. 


(2) Limitation on authorization of construction starts 


The limitation of 5,000 units which may be authorized to start construction 
under the low-rent public housing program contained in the House act for 
fiscal year 1953 and each succeeding year (unless increased by subsequent 
congressional authorization) effectively repeals title III of the Housing Act 
of 1949, It would take over a hundred years to complete the program authorized 
in the act at that rate. 

All present indications are that controls over private housing will be less, 
rather than more, stringent for 19538. Total new construction will probably 
be on the order of a million units, rather than S00,000 as originally contem- 
plated. Therefore, the House action amounts to imposing stringent control 
in effect, denial of new housing—on only one group in the entire housing 
economy: The families of low income. As Congress recognized in the 1949 act, 
the housing needs of these families are the most acute of all. 

Under the House action, local programs in scores of communities, which were 
undertaken in reliance on the assistance offered by the Federal Government, 
would be killed. Substantial amounts of Federal funds advanced for planning 
and preparation of such programs would be lost. 

The limitations should be stricken and the program allowed to proceed 
at the level projected in the budget program—75,000 starts during fiscal 1953. 
(3) Prohibition on subversive tenants 

The proviso has been @arefully examined, and it is felt that its inclusion 
would probably result in a complete stoppage of the program. It cannot be 
applied retroactively to existing contracts. All funds appropriated in the bill 
relate to payments under contracts already in force. In terms of its possible 
application to contracts executed after its enactment, it would be virtually 
impossible to administer and it would cast serious doubt on the value and 
validity of the pledge of the United States to pay annual contributions. Thus 
t would make impossible future bond sales on the private investment market, 

The problem of legal enforceability stems from the fact that the Public Hous 
ng Administration’s supervision and control of a local housing authority is 
determined by the provisions of the annual contributions contract between the 
two parties. It is not possible to compel the local housing authority to amend 
ts contract in any way. Therefore it would be impossible to force any local 
housing authority to comply with the proviso. 

The administration of the proviso is all but impossible. The proviso reads 
that the appropriation cannot be used “to pay annual contributions on any housing 
unit of a project * * * which is occupied by a person who is a member of an 
organization designated as subversive by the Attorney General.’ Annual con- 
tributions are not paid on individual housing units, but rather on all of the 
projects covered by one contract. To comply with the requirements of the 
proviso it would be necessary to obtain loyalty clearances on every project 
tenant. In addition, every time the Attorney General's list is amended, new 
loyalty clearances would have to be obtained on every tenant. The Public 
Housing Administration or, presumably, the Department of Justice, would have 
to obtain substantial appropriations to finance these loyalty investigations. 

The doubt cast on the value of the pledge of the United States to pay annual 
contributions have already been felt. The Public Housing Administration, on 
the advice of investment houses and banks which deal in these securities, has 
withdrawn an offering of bonds on 145 projects totaling over $167 million. 
Considerable damage has already been done to the investment rating of the 
honds, and irreparable damage will be done if the proviso is allowed to stand. 
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HOUSING AND HOME FINANCE AGENCY 
OFFICE OF THE ADMINISTRATION 
FEDERAL NATIONAL MORTGAGE ASSOCIATION 


(Estimate, $4,140,000; proposed by committee, $3 


$5,001,425) 


(House hearings, pp. 921-932 
AMENDMENTS REQUESTED TO H. R. 7072 


(1) VPage 53, line 24, strike out “$3,371,425” and insert in lieu thereot 
“$4,140,000", the amount of the estimate, or an increase of $768,575. 

(2) Page 54, lines 19 and 20, strike out “Provided further, That not to exceed 
$122,760 shall be available for expenses of travel :” 

(3) Page 54, lines 20 to 23, strike out “Provided further, That administrative 
expenses not under limitation for the purposes set forth in the budget schedules 
for the tiscal year 1953 shall not exceed $150,000.” 

(4) Page 54, line 23, strike out “.” and insert in lieu thereof “Provided 
further, That the purchase of one passenger motor vehicle is authorized. 


HOUSE REPORT NO. 1517 
(Pertinent excerpts, p. 2, par. 1; p. 12, par. 3) 


“In effecting this reduction the committee has required the absorption in 1953 
of the full amount of funds requested to meet pay act increases for the fiscal 
year 1952, it has denied tunds for new positions, and has, generally, effected a 
reduction of about one-third in the estimates for ‘Other obligations,’ including 
such items as travel, communications, printing and binding, and so forth, and 
excepting rents and utilities.” 

“For administrative expenses of FNMA the committee considered a budget 
estimate of $4,140,000. It has recommended a total of $3,371,425 which is a 
reduction of S768,575 below the budget estimate. The reduction in this item 
is in line with the recommendation of the committee in connection with othe 
activities, requiring the absorption in 1953 of the full amount of Pay <Act 
funds requested for this purpose in 1952, the denial of funds for new positions, 
and savings in ‘Other obligations,’ ” 


JUSTIFICATIONS 


(1) Administrative expenses 


The House bill reduces the budget estimate by $768,575, or more than 1S 
percent, despite the fact that the FNMA workload will be greater: 

(a) “Purchases of mortgages,” which will continue at almost the same high 
level as in fiscal 1952; 

(b) “Sales,” the budget provides for a stepped-up sales prograin in order to 
increase mortgage sales by 242 percent over fiscal 1952. To abandon this program 
would result in a serious reduction of sales ; and 

(c) “Servicing the mortgage portfolio.” This workload has steadily grown. 
The present portfolio is approaching $2.5 billion. If the House reduction became 
eliecti e, the operations and safeguards set up to protect the Government’s sub 
stantial investment would be seriously hampered. 

The House bill 18 percent cut would be imposed on a staff already substantially 
re ‘uced and thus in effect would penalize the association for having voluntarily 
strcamlined its operations during the last 2 years. Operating costs have been 
redu.ed almost $2 million per year by the consolidation and reduction of field 
offices from 31 to 6; the installation of automatic equipment and simplified fortis 
ior mortgage purchasing, and the installation of procedures which resulted in 
an increase in the average number of operations performed in connection with 
mortgages processed each month per employee from 199.3 to 424.4. 

Restoration of the full amount of the estimate is requested. 


(2) Administrative expenses—Travel limitation 


H-retofore, the Congress has recognized the need for flexibility in adminis 
tering the association’s program and has not imposed a limitation on travel 
It is now more necessary than ever that such a limitation not be imposed. With 
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the reduction and consolidation of FNMA field offices from a total of 51 to 6, 
larger areas were assigned to the remaining 6 field oflices which require more 
travel. More numerous and longer trips are necessary for field auditors and 
fiscal staff to the offices of FNMA’s servicing agents; by the field legal and admin 
istrative staff to areas in which foreclosures become necessary, and by field mort- 
gage specialists to financial centers in furthering the sales of mortgages held 
in FNMA’s portfolio in accordance with the stepped-up sales program. Any 
reduction of, or limitation on, the association’s travel activity would seriously 
handicap it in its efforts to protect the Government's present $2 billion plus 
mortgage portfolio. 


(3) Nonlimitation administrative expenses 


The requested amendment goes not to the amount but t6 the limitation which 
is a serious threat to program administration since it is impossible to estimate 
in advance these expenses. Legal fees, for example, are the largest item and 
are esvential to protect the association’s substantial mortgage portfolio. They 
are mainly expenses incident to ascertainment that liens and titles are acceptable 
n connection with mortgage purchases; expenses incurred, after purchase, to 
defend ENMA’s mortgages against adverse Claimants or to assert the validity, 
sufficiency, and priority of such mortgages; expenses incurred in connection 
with the management and sale of acquired real property, and other miscel- 
laneous legal fees. Since the need for legal expenses fluctuates with changing 
economie conditions, a high degree of flexibility is required. The limitation 
should be deleted. 


(4) Purchase of one passenger motor vehicle 


FNMA is now using one 1947 model automobile, borrowed from the Office 
of the Administrator, the maintenance and operating costs of which have reached 
so high a level that it has outlived its usefulness and is uneconomical to operate. 
The purchase of one passenger motor vehicle would meet its transportation 
neecs, including pick-up and delivery of mail, supplies, and material, and equip- 
ment and messenger service. The only alternative would be to hire one and 
possibly two additional messengers whose salary, coupled with the cost of 


taxicab fares, would greatly exceed the cost of the proposed vehicle. If this 


purchase is authorized, the old vehicle will be returned for declaration as surplus. 


PREFABRICATED HOUSING 
(Estimate, $268,000; proposed by committee, $225,000) 


(House hearings, pp. 905-908, 984-035 ) 


(1) Page 54, line 25, strike out “$225,000” and insert in lieu thereof “$268,000”, 
the estimate, an increase of $48,000 in the amount allowed by the House committee. 

(2) Page 55, lines 15 and 16, strike out “: Provided further, That not to 
exceed $6,000 shall be available for expenses of travel.” 


HOUSE REPORT 


(Pertinent excerpts, H. R. 1517, p. 12) 


“Prefabricated housing.—Public Law 139 of the Eighty-second Congress added 
authority to make loans and commitments up to $15,000,000 outstanding at any 
one time to preserve the productive capacity of “existing housing prefabricators” 
to meet the special types of defense housing needs. Funds for these loans are 
provided by borrowings from the Treasury. The financial program for the fiscal 
year 1958 contemplates some $31.3 million in loan disbursements as compared 
With $19 million for the current fiscal year. 

“The committee has recommended the use of $225,000 of funds available for 
this activity which is a reduction of $45,000 under the budget estimate. The 
action of the committee will require the absorption of funds required for Pay 
Act increases in the amount requested for 1952, and in a reduction below funds 
currently available for ‘Other obligations.’ The committee has also denied several 
lew positions requested in this connection.” 
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JUSTIFICATIONS 


(1) Prefabricated housing loans—Administrative expenses 

The House figure of $225,000 is a 16-percent cut below the budget request. The 
Congress by inserting title V in Publie Law 1389 (Defense Housing and Com- 
munity Facilities and Services Act of 1951) gave the authority for new loans of 
this type up to $15 million. The House action effectively reverses the action of 
the Congress last September on this new authorization. The new and the old 
programs now involve 35 loans ranging from $1,750 to $6,350,000. This is a high- 
risk-loan business, as Congress has fully recognized. Protection of the Govern- 
ment requires careful examination of new loans; thorough servicing of existing 
loans; and adequate staff for liquidation of defaulted loans. The entire amount 
for administrative expenses is less than 1 percent of outstanding loan commit 
ments, and if the budget is cut too close losses could result which would equa! 
administrative costs for several years. The reduced authorization in the Hous: 
bill is actually less than the present operating level and the workload is growing 
under the new authorization. 


(2) Prefabricated housing loans—Travel limitation 


This program has operated heretofore without a travel limitation and is of the 
type that should not have such a limitation. Loans to manufacturers of prefabs 
are at best risky business. Travel is required when new loans are made, when 
changes are made in service arrangements and when old loans present serious 
difficulties. It has been customary to estimate travel but actual travel needs 
fluctuate from year to year. Even though the estimate for this purpose is onl) 
$9,000, if there is to be a limitation for the purpose it should be set at a figure of 
not less than $25,000 to allow for possible contingencies. 


Home LOAN BANK BOoarpD 
(Estimate, $779,000; 1952 act, $750,000; H. R. 7072, bill, $725,000; act, $725,000) 
(House hearings, pt. 2, p. 949) 


(1) Page 55, line 18, strike out “$725,000” and insert in lieu thereof $779,000", 
the estimate, an increase of $54,000 in the authorization. 

(2) Page 56, line 16, strike out “$20,000” and insert in lieu thereof “$30,000”, 
the estimate, an increase of $10,000 in travel. 

(3) Page 57, line 3, strike out $1,664,000” and insert in lieu thereof ‘$1,775,- 
000”, the estimate, an increase of $110,000 in the authorization. 


HOUSE REPORT 


“Home Loan Bank Board.—A three-member board supervises the Federal! 
Home Loan Bank system, the system of Federal savings and loan associations, 
and the Federal Savings and Loan Insurance Corporation. At the beginning 
of the fiscal year 1952 there were 2,944 insured institutions with total assets 
aggregating $14.9 billion. The budget estimates considered for the adminis- 
trative expenses of the Board for the next fiscal year totaled $779,000. The 
committee has recommended $725,000, which is a reduction of $54,000 in the 
budget estimate. Funds for the expenses of the Examining Division of the 
Board which are classified as nonadministrative are recommended in the sum of 
$1,664,00, which is the amount provided for the fiscal year 1952” (p. 12). 


JUSTIFICATIONS 

General 

There is one general observation which applies to the five amendments which 
are being submitted to the Senate committee for favorable consideration. In 
the considered judgment of the Home Loan Bank Board, the cuts made by the 
House in the Board’s estimates will not save money for the Government but 
actually may cost money. This is because the funds the Board is proposing to 
spend are primarily for the examination and supervision of federally chartered 
home-loan banks, Federal savings and loan associations, and State-chartered 
savings and loan assocaitions insured by the Federal Savings and Loan Insur- 
ance Corporation. The cost of such activities is paid by the savings and loan 
industry. The money does not come from the United States Treasury. It does 
not affect the tax rate in any way. 
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(1) Administrative exrpenses—Board proper 

The estimate for the Board provided for no budget increase in either personnel 
or dollars for 1953. The House cut, if sustained by the Senate, would mean 
the elimination of approximately nine employees, which in a relatively small 
organization such as the Board would seriously restrict its normal operations. 
The Board's operations being primarily supervisory, its inability, resulting from 
House cut, to carry out properly its supervisory responsibilities would create 
a serious and risky situation, one that could have repercussions in the home- 
financing field and conceivably affect the national economy. In a highly inte- 
crated organization, any reduction in staff in one department or office would 
adversely affect the operations of other departments or offices. Such reduction 
would result in a substandard organization which could not function on a normal 
basis. 

(2) Administrative exrpenses—Limitation on travel 

The limitation of $20,000 for “Travel” would very much hamper the carrying 
out of the supervisory duties of the Board and its staff units. It would not be 
possible for the Board to adequately keep in touch with the industry which it 
supervises. Mandatory travel requirements amount to almost $20,000 (includ- 
ing $14,600 for examination of the 11 regional banks and $4,500 for the Advisory 
Council, a statutory body) leaving only $900 available for the whole year for all 
other travel needs which may arise. This picture speaks for itself and points 
up the need for restoration of the $10,000 which the House action eliminated. 

(3) Nonadministrative exrpenses—Eramining Division.—The House action, if 
sustained, would create a backlog of overdue examinations—something the House 
committee and the Congress have been very anxious to avoid. To prevent such a 
contingency, the Congress passed Public Law 895, Eightieth Congress, approved 
July 3, 1948, making all expenses in connection with the examination of insured 
institutions nonadministrative. The passage of this law permitted the carrying 
of a full staff of examiners necessary to keep examinations in a current status, 
ond resulted in the examination program being brought fully up to date for the 
first time in several years. The action of the House nullifies the effectiveness of 
this law, The funds required to carry out the responsibilities of the Examining 
Division are collected as fees from the institution examined, 

The impact of the House action would be felt in personal services. The reduced 
ficure would provide for 197 examiners, compared with 219 in the estimate. This 
reduction of 22 examiners, in terms of examinations completed, represents a 
potential backlog of 242 overdue examinations in 1953. It should be noted that, 
if these examinations are not made, no fees can be collected, thus the $111,000 
reduction in the estimate does not represent a saving but acts to increase the 
insurance risk. 

The Board considers it its duty to point out to the committee that, in the 
absence of favorable action by the committee, a situation would exist which would 
prevent the Board from adequately carrying out its responsibilities as outlined 
in the basic act. Such a situation would have dangerous implications and should 
he avoided at all costs. 


HOUSING AND Homer FINANCE AGENCY, Home LOAN BANK Boarp, FEDERAL SAVINGS 
AND LOAN INSURANCE CORPORATION 


ADMINISTRATIVE EXPENSES 


Estimate $443,000; 1952 act, $435,000; H. R. 7072, bill, $425,000; act, $425,000) 
(House hearings, pt. 2, p. 967) 


(1) Page 57, line 5, strike out “$425,000” and insert in lieu thereof “$443,000”, 
the estimate, an increase of $18,000 in the authorization. 

(2) Page 57, line 20, strike out “$3,700” and insert in lieu thereof “$5,500”, the 
estimate, an increase of $1,800 in travel. 


HOUSE REPORT 


“Federal Savings and Loan Insurance Corporation.—The Federal Savings and 
Loan Insurance Corporation was created in 1934. It insures savings up to $10,- 
000 in all savings and loan associations which apply and are approved for insur- 
ence. There were 2,944 members at June 30 last, a net increase of 145 or 5.2 
percent last year. The assets of these institutions aggregated $14.9 billion, an 
increase of $2.4 billion over the preceding year. 
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“Administrative exnenses of the Corporation are paid from corporate funds 
received from insurance premiums, admission fees, and interest on investments. 
The committee considered an estimate of $448,000 and has recommended $425,000, 
which is a reduction of $18,000 in the budget estimate” (p. 12). 


JUSTIFICATIONS 
(1) Administrative expenses 


The proposed House cut would require the Corporation to reduce its present 
very small payroll by 3.4 employees. This reduction would constitute a dangerous 
situation, as the present staff level is based on a calculated risk of possible un 
favorable developments not occurring. Small organizations are particular]; 
vulnerable if they lose 3 or 4 employees as, usually, each person is qualified to 
perform several functions, Such people are not easy to find and the problem 
created is not easily solved by budget increases in the future. The major por- 
tion of the House cut must be applied to “Personal services”; the other items 
of expense in the estimate provide a very limited area within which adjustments 
cou'd be made, as the estimate had a minimum rather than a maximum base. 

The original budget estimate already reflected a slight decrease in both per- 
sonnel and dollars, notwithstanding the fact that statutory within-grade ad 
vances for 1953 have to be met, as well as a steadily increasing workload. 


(2) Administrative expenses—Limitation on travel 


The limitation of $8,700 for “Travel” would unreasonably restrict the Corpora 
tion in the carrying out of functions and duties necessary in its normal opera 
tions. Qualified men go out in the field to inspect property security ; experience 
has shown that actual inspection of such security is worth many times the cost 
of inspection. The cut might well force the Corporation to reject institutions 
applying for insurance in cases where staff could not be sent to resolve doubts 
regarding the property security involved. Review appraisals which detect 
trouble in its early stages and prevent its further development would also have 
to be curtailed, if not eliminated, if the House cut is sustained. 

It is to be noted that the funds to be used by the Insurance Corporation do 
not come from the United States Treasury. 


FEDERAL HOUSING ADMINISTRATION 


(Estimate, $5,631,000; bill, $4,885,000. The bill also places a limitation of $25, 
175,000 on nonadministrative expenses, estimated at $28,870,000 which would 
otherwise have been limited to 35 percent of fees and premiums received in 
fiscal 1952, or such lower amount as may be apportioned by the Bureau of 
the Budget.) 


(House hearing p. 974) 


The Federal Housing Administration requests the following changes in the 
appropriation bill (H. R. 7072) as reported to the House: 

(1) Page 59, line 14, strike out the figure “$4,885,000” and insert in lieu 
thereof “$5,631,000”, the estimate, an increase of $746,000 in the authorization 
above the amount allowed by the House committee. 

(2) Page 59, lines 20 and 21, strike out “Provided further, That not to exceed 
$130,000 shall be available for expenses of travel:”. 

(8) Page 60, line 1, strike out the figure “$500” and insert in lieu thereof 
“$1,500”. 

(4) Page 60, lines 1 through 4, strike out “Provided further, That expenditures 
for nonadministrative expenses classified by section 2 of Public Law 387, approved 
October 25, 1949, shall not exceed $25,175,000 2”. 


HOUSE REPORT 


The House of Representatives report on the bill, page 13, is as follows: 

“The Federal Housing Administration was created by the National Housing 
Act of 1984. It is a noncorporate business type agency made subject to the 
Government Corporation Control Act by the Housing Act of 1948. The prin- 
cipal purpose of the Administration is to stabilize the mortgage market and to 
improve home-financing practices and housing standards and conditions, On 
June 30, 1951, a total of $24.4 billion of insurance had been written. The com 
mittee considered a budget estimate of $5.631,000 for expenses other than non- 
administrative, and has recommended $4,885,000 which is a reduction of $746,000 
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in the budget estimate. Administrative expenses are primarily those incurred 
in the District of Columbia in connection with the program of the Administra- 
tion. In addition to such administrative costs FHA has nonadministrative costs 
in the field for which the budget indicates a proposed expenditure of $28,870,000. 
The committee has allowed $25,175,000 for this purpose.” 


JUSTIFICATION 
(1) Administrative expenses 

Page 59, line 14, strike out the figure “$4,885,000” and insert in lieu thereof 
“$5,631,000,” the estimate, an increase of $746,000 in the authorization above the 
amount allowed by the House committee. 

FHA has decentralized insuring operations to 72 field insuring offices. The 
integrity and accuracy of field decisions are controlled by technical underwriting, 
accounting, and administrative supervision from Washington. The soundness of 
insuring operations depends upon this centralized control. This control has 
been seriously threatened in 1951 and 1952 by reductions in the administra- 
tive budget. At the beginning of 1951 there were 1,050 employees. There are 
now about 900 employees under the administrative budget. The House bill 
would furtlfer reduce the staff to about SOO even without the Jensen amendment. 
The consequent loss of control would impair the soundness and uniformity 
of conclusions and would seriously increase risks with a possibility of insurance 
losses far in excess of the expenses in question. Moreover, the workload on 
this staff is increasing. Insurance programs ure more numerous and complex 
than in 1951 when the staff was at 1,050.) Insurance in force which was $13.7 
billion in July 1951, has increased to about $14.8 billion at the present time 
and will further increase next year. 

(2) Travel limitation 

Page 59, lines 20 and 21, strike out “Provided further, That not to exceed 
$130,000 shall be available for expenses of travel :”. 

FHA maintains no regional offices. Control over insuring operations as de- 
scribed above is maintained by traveling auditors, technical underwriting and 
administrative staff directly from headquarters. ‘This travel limitation would 
severely curtail such travel, and would therefore weaken central control with 
the increased risks outlined above. 

(3) Limitation on newspapers and periodicals 

Page 60, line 1, strike out the figure “S500” and insert in lieu thereof “81.500.” 

FHA requires technical and financial periodicals to keep its actuarial, en- 
gineering, architectural, and other technical staffs abreast of current develop- 
ments directly relating to FHA construction standards, insurancing operations, 
and mortgage market conditions. One thousand five hundred dollars has for 
many years been allowed for the purchase of such periodicals. The limitation 
of $500 will provide inadequate funds for this purpose and would impose a 
handicap on the efficiency of the actuarial and technical staffs entirely dispro- 
portionate to the $1,000 expense involved, 


(4) Nonadministrative exrpenses 

Page 60, lines 1 through 4, strike out “Provided further, That expenditures 
for nonadministrative expenses Classified by section 2 of Public Law 8387, ap 
proved October 25, 1949, shall not exceed $25,175,000 2”, 

This limitation should be stricken ‘so that these expenses can be limited on 
a percent of income basis as prescribed by Public Law 387, approved October 
25, 1949. FHA’s 1953 budget is based on an expense to income ratio of 28 per- 
cent, Which is substantially lower than the most comparable private business 
operations—those of the nonlife stock insurance companies which average over 
oT percent expense-to-income ratio. The 10 largest companies range from ap 
proximately 58 to 42 percent (see table below). The House limitation would 
result in inadequate staff for processing new business, managing aequired 
properties, and collecting defauited notes. Processing new business with inade- 
quate staff results in poor risk conclusions and poor construction inspection, In 
ability to handle acquired properties and to prosecute prompt and vigorous 
collection activity results in a net loss to the Government. Nonadministrative 
expense limitation should, therefore, be stricken in its entirety. However, if 
this cannot be done, it should be consolidated with the administrative expense 
limitation into a single over-all limitation in conformity with the practice 
followed prior to Public Law 387. This would at least enable FHA to make most 
effective use of the limited funds available. <A full discussion on Publie Law 
OST and its operation appears on pages 6 through 15 of the justifications. 
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EXPENSE RATIOS OF FHA AND NONLIFE STOCK INSURANCE COMPANIES 


Ratio of expenses incurred to premiums written 


1946 | 1947 & 1948 ws | 1949 a 1950 
‘ . \— 


' 
Percent Percent Percent | Percent | Percent 
6 | 


| 


Federal Housing Administration ! ee 39. 2 40.7 | 35. 0 | 34. 

10 largest stock companies: ? | 
Home Insurance Co , 39.6 38 41.7 | 41.8 | 
Insurance Co. of North America 38. 6 42.: 47.1 | 45.3 | 
Hartford Fire Insurance Co- -- cdoct 38. 7 37. 38. 4 | 39. 0 
Continental Insurance Co seis 35. § 36. 35. 6 37.0 
Hartford Accident & Indemnity Co a 36. 35. 34 36.0 | 
Fidelity- Phenix Fire Insurance Co : 35. 4 36. ¢ 35. 6 36.8 
United States Fidelity & Guaranty Co i 38. § 36. 36. 36. 
Fireman’s Fund Insurance Co c | 34. 34. 36. 36. 
Aetna Casualty & Surety Co = 42. 39 38. ; 40 
Fidelity & Casualty Co. of New York-. anal 39. 37. § 36. 37 

All stock companies: Average ? é en 39. 37.7 37. 3 ‘ 


! Ratios represent expenses to fee and premium income. 
2 Source: Best’s Insnrance Reports (casualty and surety) 1951. Best's Insurance Reports (fire 
marine) 1951, 


GENERAL PROVISIONS 


Limitation on personnel employees 

Page 63, line 2, add the following: “Provided further, That this section sha! 
not apply to the Federal Housing Administration.” 

The Federal Housing Administration has just undergone a survey by thr 
Civil Service Commission in which it was determined that clerical processing 
files and records work in connection with personnel activities had been reduced 
to a minimum. This work on such a minimum basis requires 16 of the 47 
employees currently permitted under the ratio of 1 to 115. The 21 professional! 
employees and 10 supporting clerical employees which comprise the remaining 
personnel staff perform employment classification, employee relations and re 
lated technical functions for the entire Federal Housing Administration, both 
Washington and field. It was the conclusion of the Civil Service Commission 
that this staff was able to accomplish only minimum compliance with the pro 
gram requirements of Government personnel administration under the civi! 
service law and regulations. The ratio of 1 to 1385 would force a reduction in 
this professional staff which would bring FHA personnel administration below 
civil-service requirements and below FHA’s own requirements for the mainte 
nance of efficiency and good morale. 

Jensen amendment 

Page 66, line 22, insert a new subsection as follows: “(i) to Federal Hous 
ing Administration.” 

Section 406 would superimpose an additional cut of 10 percent by limiting 
the filling of vacancies with certain exceptions. The central FHA technica! 
supervisory and administrative staff under the administrative budget has al- 
ready been cut during the past 2 years from about 1,050 to about 900. The 
House limitation alone would cut this staff to about 800. Section 406 would 
make a further cut up to 10 percent. This would virtually destroy effective 
control over insuring operations and impair our ability to service the steadils 
increasing insurance on the books amounting now to about $14.8 billion. Moré 
over, the Jensen amendment would destroy FHA’s ability to adjust its force 
to peak periods of workload. The heavy building season in which FHA volume 
of business is greatest occurs at the end of the fiscal year, when the Jense! 
amendment would require its staff to be the lowest. 


ADMINISTRATIVE AND NONADMINISTRATIVE EXPENSES 
(Estimate, $15,033,000; H. R. 7072, bill, $11,455,000; act, $10,455,000) 
(House hearings, pt. 2, pp. 998 through 1037) 


(1) Page 25, line 10, strike out “$8,000,000” and insert in lieu thereof 
“$11.420,000”, the estimate, or an increase of $3,420,000 in the appropriation. 

(2) Page 59, line 9, strike out “$205,000” and insert in lieu thereof “$230,000”, 
the estimate, or an increase of $25,000 in the authorization. 
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(38) Page 59, line 12, strike out “$11,455,000” and insert in lieu thereof 
“$15,033,000”, the estimate, or an increase of $3,578,000 in the authorization 
which includes the above increases. 

(4) Page 59, lines 14 and 15, strike out “not to exceed $620,000 for expenses 
of travel;” 

(5) Page 60, line 5 through line 8, strike out “Provided further, That all ex- 
penses of the Public Housing Administration not specifically limited in this act, in 
carrying out its duties . aposed by or pursuant to law shall not exceed 
§31.690,000 2’. 

(6) Page 60, lines 8 and 9, strike out “not to exceed $50,000 of”. 


COMMENTS IN HOUSE: REPORT 


Administrative exrpenses.—The House report includes the following statement 
on pages 13 and 14: 

“For the administrative expenses of this program during the next fiscal year, 
the committee considered an estimate of $11,420,000. In recommending an ap- 
propriation of $8,000,000 the committee has effected a reduction of $38,420,000 in 
the budget estimate, an amount $1,500,000 below the 1952 appropriation. 

“Authorization for the use of funds totaling $3,383,000 from program revenues 
for continuing operation and disposal programs in connection with subsistence 
homesteads, public war housing, veterans’ reuse housing, and the homes con- 
version program has been reduced $133,000 by the committee.” 

JUSTIFICATION 
Administrative erpenses 

(1) Administrative erpense appropriation—The House bill reduces this item, 
which is the largest part of the PHA administrative budget, by 39 percent—from 
$11,420,000 to $7,000,000. 

Such a severe cut would necessarily mean yet another drastic reorganization 
of the Public Housing Administration, with disruption of operations and general 
lowering of morale and efficiency. Consolidation and closing of field offices 
would be required, which would result in loss of program control and inadequate 
supervision of local projects, in addition to the substantial special expenses 
involved. 

Even if the Senate fails to increase the new construction program above the 
5,000 unit limitation in the House bill, this administrative appropriation should 
be substantially increased. Over 100,000 units already under construction must 
be carried to completion. In addition, the management workload obviously 
increases as new units are completed for occupancy. Much of the additional 
staff requested in the budget would be unnecessary under the reduced construction 
program, but no reduction in present staff is justified or possible because of the 
volume of operations already under way which will not be affected at all by the 
cut-back in the new program. 

Notr.—Any change in this item must be reflected in an adjustment to the total 
administrative budget figure (p. 59, line 12), discussed under amendment No. 
(3) below. 

(2) Administrative expense authorization—Defense housing appropriation.— 
The budget estimate requested an authorization to use for administrative ex- 
penses $230,000 of the previously enacted appropriation for development of 
defense housing. This amount was reduced by the House committee to $205,000. 
This comparatively small item supports the job of completing defense units 
already programed for military camps and installations, and should be restored 
in full. 

(3) Administrative expense limitation.—All administrative expenses of the 
Public Housing Administration, including those covered in (1) and (2) above, 
are combined into one over-all limitation. The tabulation which follows com- 
pares the budget estimate with the recommendations of the House committee 
and the House action: 


Budget H. R. 7072 H. R. 7072 
estimate | bill act 


Appropriation $11, 420, 000 $8, 000, 000 $7, C8, G80 
Authorizations: 
Defense housing 230, 000 205, 000 205, 000 
Other... ; ; ee 3, 383, 000 3, 250, 000 3, 250, 000 


Total administrative expense limitation --- 15, 033, 000 11, 455, 000 10, 455, 000 
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Restoration of funds in items (1) and (2) would therefore require a cor- 
responding increase in this over-all limitation. In addition, it is requested that 
the reduction of $133,000 in the administrative expense funds obtained from 
program sources be restored to the over-all limitation. 

(4) Limitation on travel expenses —The drastic one-third reduction in funds 
available for travel should be restored and the limitation removed. 

Much important work—such as site appraisals, construction inspection, fiscal 
audits, tenant audits, conferences with local groups, ete.—cannot be accom- 
plished in PHA’s offices. Travel performed in connection with fiscal, tenant, and 
other audit work alone represents 46 percent of the total travel budget estimate. 
The budget estimate for this type of travel is based on projects which are already 
under construction or completed. Prudent management requires that audits of 
this nature be performed at least annually. VHA would therefore face the 
dilemma of putting Government funds in jeopardy because of an inadequate 
audit program, or completely disrupting all other operations by reducing travel 
for all other purposes by nearly two-thirds. 

If the limitation is not removed it should be increased to the budget esti- 
mate—S930,000, 

(5) Limitation on nonadministrative erpenses.—The House committee rec- 
ommended a limitation of $31,690,000 on the amount of funds which may be 
expended for certain nonadministrative expenses, as listed on page 1028 of the 
record of hearings before the House Independent Offices Appropriations Sub 
committee. 

The expenses of operating housing projects accounts for S6 percent of the limi- 
tation. The Congress is strongly urged to exclude from the 1953 appropriation 
act any limitation on the nonadministrative expenses of the Public Housing Ad 
ministration. 

The five housing progtams administered by the PHA have for years been under 
strict administrative budget control, project by project. In recognition of the 
flexibility afforded by the Corporations Control Act (made all the more neces 
sary by the wide fluctuations in program size) the PHA has presented its pro- 
grain budgets on the concept of consolidated statements of income and expense, 
financial condition, ete. Substantial variations in projected program size are 
accompanied by necessary changes of income and expense. 

Under an over-all dollar limitation substantial changes in the size of the 
program can have a devastating effect. For example, if for causes beyond the 
control of the PHA, planned disposition is reduced or stopped, the PHA will 
find itself unavoidably in the position of having to submit to the Congress a 
request for an increased limitation on a deficiency basis. If the increase were 
not approved, it would be necessary to take drastic action to insure that the 
limitation is not exceeded. 

Conversely, if the number of federally operated projects was substantially 
reduced below the budvet projections, the nonadministrative expense limita 
tion could greatly exceed fund requiremenis and hence hecome effectively in 
operative. 

The amount of the limitation is $1,032,080 less than the agency's estimate of 
the many items making up this over-all limitation, and the reduction represents 
the cost of the pay act increase. As mentioned above in the discussion of ad 
ministrative expenses, funds must be found somewhere to finance the pay in- 
creases, Over 40 percent of the amount included in the limitation for project 
operations will be used for payments in lieu of taxes and utilities—expenses 
which are not subject to managerial control. Most of the remainder represents 
the regular payrolls, supplies, materials, and other recurring costs. The re 
duction therefore must necessarily be offset by the curtailment of sorely needed 
rehabilitation and other extraordinary maintenance work. If the limitation 
is not removed, it should be increased to the budget estimate—$32,722,080. 

(6) Limitation on disposition capenses of Greentowns projects—The words 
“not to exeeed $50,000 of” limit the administrative and nonadministrative 
expenses which may be incurred in the disposition of the three Greentowns 
projects. The removal of the restriction is requested on the grounds that (a) 
the amount is so small that it would be necessary to stop further disposition 
work on these projects, and (%) the administrative and nonadministrative ex 
penses of the Public House Administration are already controlled by separate 
limitations and this overlapping subsidiary limitation is unnecessary. If the 
limitation is not removed it should be increased to the amount of the budget 
estimate—$142,500. 
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Senator Maynank. I understand, at the request of Senator Kilgore, 
there is a man here who is the head of your research work. 

Mr. Fotry. Mr. Orendorff. 

Senator Maypank. The Senator is out of the city. We will be 
glad to have any statement that you want to put in, so that the Sena- 
tor and the rest of the Senators who are not on this committee will 
have the advantage of it. I understand the first thing you want to 
do is to speak from your prepared statement. 

Mr. Fotey. That is right. 


HLOUSE CUTS AND LIMITATIONS 


Senator Maynank. Will you proceed, and I imagine before you get 
through Senator Saltonstall will be here to ask a few questions. 

Mr. Foury. I think it will probably save time if I go through this 
statement. Permit me to apologize in advance for the fact that my 
prepared statement is somewhat longer than I would like it to be. 

Senator Maypank. Because of the many duties you have to per- 
form not only in housing but in disaster, I would expect that. 

Mr. Fotry. The cuts and limitations on Housing Agency programs 
in the House bill are so numerous and severe that it is impossible to 
cover them even briefly in a shorter statement. We are here to re- 
quest your consideration of no fewer than 27 amendments to the House 
bill affecting the Housing Agency alone, in addition to our interest in 
certain important items affecting all agencies in the bill. I will try 
to cover the main items as briefly as possible; the constituent Com- 
missioners will also have statements describing the effects of the 
House action on their respective activities; and in addition we have 
prepared more complete analyses of many of the problems which we 
will offer for the record and which I hope your committee may have 
the time to study. 

Mr. Chairman, the action of the House on this bill surprised and 
somewhat discouraged me. No one questions the necessity for strict 
economy in Government. No one questions the right of the Congress 
to conclude that one Government activity or another is beyond our 
means and, having eliminated the activity, to eliminate the funds for 
itas well. But surely we would readily agree that the Congress should 
not hold the head of a rear ang or agency responsible for activi- 
ties authorized and required by laws enacted by the Congress itself, 
unless he is also given the facilities to administer those activities at 

east at a minimum standard of efficiency and acceptable service. In 
iy judgment the House bill would not meet this test so far as this 
(gency is concerned. 

We cannot hope to do a job on all our many programs which you 
Senators would find acceptable with the amounts provided in the 
bill before you. 

Nor can we hope to achieve and maintain a reasonable standard of 
eflicleney and economy in operations if the organization goes through 
i continuous series of budget crises. The Public Housing Admin 
istration, for example, has been through at least four major re 
organizations since the end of the war asa result of drastic budget cuts. 

Senator Mayspank. Cuts concerning public housing is one thing. 
That is direct Government money. 
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Mr. Fouey. Are you referring to the cuts in the program of build 
ing ¢ 

Senator Mayspank. Yes. The bill we passed where they cut the 
units down. 

Mr. Fotey. To 5,000 units per year. As I state, it amounts to prac- 
tically abolition. 

Senator Mayank. I am going to ask you a few things for the rec 
ord. Have you got the request in all of these items that you asked 
the Budget for? I know you are not supposed to come up here stat 
ing what the figure is. That is my business to know, however, what 
you asked the Budget for. That is Congress’ business, because the 
Bureau of the Budget is an agency of the Government of the United 
States. That is the reason I asked and I have asked all agencies. 

Mr. Forey. I do not have that with me. 

Senator Mayank. I want to show what the Budget cut you. 

Mr. Frantz. I do not have the figures here. I can insert them, but 
T can tell you that all of these items were substantially reduced by the 
Bureau of the Budget. We will supply that. 


RESTORATIONS REQUESTED 


Senator Maybank. Then we will go to the figures the budget ap- 
proved and those figures you have. 

Mr. Franvz. That is right. 

Senator Maysanx. Then there will be a tabulation showing how 
much you were cut by the budget before the figure was sent to the 
House. That is, we want the figures that were cut by the House com- 
mittee showing the cuts from the budget which had cut you from your 
request, because you are an independent agency and not under the 
executive department. Then we will go from cuts by the budget to 
cuts by the House committee, and then the cuts by the House itself. 
We will add them all up in proper form. Then we will go to the 
restorations which you asked. You have only asked restorations for 
cuts made by the House committee itself. 

Mr. Fotry. We will supply that information for you. We asked 
for restoration not for the full amount of our original request for the 
Office of the Administrator. 

Senator Maysank. Without objection, I will put the summary of 
items in the record. 

(The material referred to follows :) 
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PUBLIC HOUSING UNITS 


Senator Maypank. The act originally authorized 135,000 public- 
housing units per year? 

Mr. Foury. That i is right. 

Senator Maynanx. Last year you recommended 75,000? 

Mr. Forry. They were cut back to 50,000 

Senator Maysank. But it was 75,000, am I right? 

Mr. Forry. That is right. 

Senator MAYBANK. What did you recommend this year ¢ 

Mr. Forry. 75,000 this year. 

Senator Maynank. The same as last year, which was a cut from 
135,000, a cut of almost 50 percent ? 

Mr. Fotry. That is right. 

Senator Maynank. Under the House, how much did you get? 

Mr. Fotey. 5,000 units for each year hereafter until otherwise or- 
dered by Congress. 

Senator Maypank. That is permanent legislation on an appro- 
priation bill to undo the act of 1949 in the Congress so far as the 
135,000 was concerned when it was introduced here. I do not remem- 
ber many votes against it. I remember Senator Russell being ex- 
tremely interested in it, and Senator Taft. He was one of the co- 
authors with me. Am I correct in that? 

Mr. Fotry. That is correct, sir. 


FEDERAL TLOUSING ADMINISTRATION 


In the Federal Housing Administration, a number of important 
new programs have been established in recent years. More than 
once, a period of intense activity devoted to locating and training the 
necessary people to do the new or expanded job has been followed 
almost immediately by a period of equally intense activity devoted to 
getting rid of them again because of budget reductions. In the 
office of the Administrator we have been hard at work organizing 
and staffing ourselves to carry out the new duties assigned to us by 
the Congress last fall; now with the House bill we are faced with the 
prospect of eliminating much of that new staff in a general reduction 
in force. 

HOUSE CUT 


Senator Maysank. Did the House cut on the floor in addition to 
what the House committee did ? 

Mr. Forry. $1,000,000 on the Office of the Administrator. 

Senator MayBAnkK. They cut the office on the floor $1,000,000 after 
it had already been cut by the committee, and after it had already 
been reduced by the budget ? 

Mr. Forry. That is correct. 

Senator Mayspank. I wish you would lead up to that so that 11 
can be seen when you take up each item, and then we will not have to 
ask questions. 

Mr. Forry. Yes, sir. 

I want to say most earnestly and most respectfully that this con 
stant process of building up and tearing down without reference to 
actual and fortheoming workload is not only demoralizing to the 
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staff: it is inefficient and extremely costly. It makes impossible that 
continuity of organization and of trained experienced people work- 
ing together which alone can produce smooth operations and low 
costs. 

Finally, in this general introduction, I must in all candor advise 
your committee that the House bill, in my judgment, would do drastic 
damage to the whole structure of housing policy and programs which 
the Congress has erected in recent years. It all but repeals major 
parts of “the Housing Act of 1948, 1949, and 1950, since we could no 
longer carry them forward as the Congress intended. It would bri ing 
about serious risks of avoidable losses in connection with billions of 
dollars of insured liabilities underwritten by the Government. It 
would seriously undermine the processes through which such insur- 
ance risks are and ought to be undertaken on the basis of adequate 
analysis and prudent business judgment. It would strain and weaken 
the Agency which is the principal instrument of the Government in 
carrying out the housing policies and programs set up by the Con- 


vress. 
ANNUAL CONTRIBUTIONS 


Senator MaysanK. Let me read one paragraph from a letter on the 
letterhead of Blyth & Co. and signed by many investment houses. It 
reads: 

We accordingly respectfully request that your subcommittee eliminate any and 
all provisions, which would make the payment of annual contributions condi- 
tional, from the independent offices appropriations bill presently before you, to 
the end that the contractual obligations of the United States aforesaid be hon- 
ored, 


I do not know whether you have seen a copy of that or not. 
Mr. Fotry. I know to what it refers. 
Senator Maypank. I only quote that with respect to the banks in 
New York and New England. It says: 
from the independent offices appropriations bill presently before you, to 


the end that the contractual obligations of the United States aforesaid be 
onored. 


They claim if this money is out, you will not have a staff to honor 
the obligations of the Government. 

Mr. Fo.ry. If I understand correctly what you read, they are re- 
ferring to a special new provision in the bill. 

Senator MayBank. I will put that letter in the record. 

(This letter referred to follows :) 

SLYTH & Co., INC., 
New York, N. Y., May 5, 1952. 
n. BURNET R. MAYBANK, 
Chairman, Senate Subcommittee on Appropriations, 
Senate Office Building, Washington, D. C. 

DeaR SENATOR MAYBANK: We are advised that your subcommittee now has 
before it for consideration H. R. 7072 (independent offices appropriations bill) 
wherein is contained the appropriation for the fiscal year 1953 from which the 
Public Housing Administration is to pay annual contributions to local public 
iousing agencies pursuant to the United States Housing Act of 1937, as amended. 
\s managers of a group of 200 investment bankers representing all parts of the 
ountry (as evidenced by the attached list) participating in the underwriting of 
the bonds of local public housing agencies issued in connection with the financing 
of the federally aided program of low-rent housing, we feel obligated to call to 

e attention of your subcommittee the disastrous effect upon the financing of 
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said program of the provision of H. R. 7072 starting at page 26, line 4, and 
reading: “Provided further, That no part of any appropriation contained in this 
section shall be used to pay annual contributions to any housing unit of a project 
assisted under the United States Housing Act of 1937, as amended, which is 
occupied by a person who is a member of an organization designated as subversive 
by the Attorney General.” 

While we are in complete sympathy with the end sought to be attained by this 
provision, we wish to advise you that in our opinion, its retention in the legis- 
lation will result in the destruction of the provisions for the financing of this 
program perfected under the Housing Act of 1949. 

As you will recall, prior to the enactment of the Housing Act of 1949, the 
housing legislation imposed certain conditions upon the Public Housing Admin- 
istration’s right to pay annual contributions to local public housing agencies and 
that these conditions affected substantially and adversely the interest rate the 
local agencies obtained upon the sale of their bonds to the payment of which 
such annual contributions were pledged. The defects in this original legislation, 
which were so costly to the Federal Government, were eliminated in the Housing 
Act of 1949 by the insertion in the original act of section 22, under the title 
“Private Financing.” The unconditional contractual obligation of the Public 
Housing Administration to pay annual contributions to local public housing agen- 
cies pursuant to this amendatory legislation has enabled such local agencies to 
reduce substantially the interest cost of their required financing, below that which 
otherwise would have been obtainable and has resulted in comparable savings in 
the cost of this program to the Federal Government. 

We respectfully advise you herein that should the above-quoted provision of 
H. R. 7072 remain in the legislation as finally enacted it would (1) impose a con 
dition precedent to the payment of annual contributions by the Public Housing 
Administration to local public housing agencies destroying the provisions for 
private financing so carefully and advantageously perfected by the Housing Act 
of 1949 and (2) constitute an attempt to avoid existing contractual obligations 
of the United States to the fulfillment of which the faith of the United States 
has been solemnly pledged. 

The successful financing of the federally aided low-rent housing program by 
local public-housing agencies since the passage of the Housing Act of 1949, 
which has permitted private financing of 100 percent of the development cost 
of projects at low interest rates, has been and will be accomplished only under 
statutory and contractual provisions pursuant to which the obligation of the 
Public Housing Administration to pay annual contributions to local public 
housing agencies is unconditional. Any congressional legislation imposing con 
ditions precedent to the payment of such annual contributions will materially 
change and adversely affect the security and investment rating of the bonds 
of the local public-housing agencies with the consequence of higher interest 
rates and inability on the part of such agencies to finance the total development 
cost of their projects. As you know, such factors would make the program 
much more costly to the Federal Government. 

Furthermore, as underwriters of the afore-mentioned bonds of local public 
housing agencies now outstanding and issued under existing contracts, we also 
feel obligated to impress upon your subcommittee the consequences of the reten 
tion in the bill of the above-cited provisions enforeing a conditional payment 
of annual contributions. The outstanding bonds were issued in accordance 
with congressional legislation (sec, 22, United States Housing Act of 1987, as 
amended) and contractual obligations of the Federal Government (sec. 504, 
Annual Contributions Contract, Form No. PHA 2172) providing for the uncon 
ditional payment of annual contribution to which payment the faith of the United 
States has been solemnly pledged by congressional act (sec. 10 (e), United States 
Housing Act of 1937, as amended). In accordance with the afore-mentioned 
provisions, outstanding bonds of local public-housing agencies have been pu 
chased by our group and resold to investors based upon the legal obligation of 
the Federal Government to continue the unconditional payment of the required 
annual contribution. One of our offering circulars is attached hereto setting 
forth such obligation of the Federal Government. 

Any legislation enacted by Congress at this time imposing conditions upon 
the payment of annual contributions by the Public Housing Administration to 
local pnblic-housing agencies, where such annual contributions have been pledged 
by such agencies to the payment of their bonds, would constitute an attempt 
of the United States to avoid its obligation to the holders of such bonds and 
the failure to pay such annual contributions would result in a breach of contract 
by the Public Housing Administration and the United States. 
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We accordingly respectfully request that your subcommittee eliminate any 
and all provisions which would make the payment of annual contributions con- 
ditional, from the independent offices appropriations bill presently before you, to 
the end that the contractual obligations of the United States aforesaid be 
honored, 

We should be pleased to submit additional data and have a representative of 
our group appear before your subcommittee should you find the same necessary 
or desirable. 

Respectfully submitted. 

Blyth & Co., Ine., Phelps, Fenn & Co., Lehman Bros., The First Boston 
Corp., Goldman Sachs & Co., Harriman Ripley & Co., Inc., Smith, 
Barney & Co., cog & Co., R. W. Pressprich & Co., Managers ; 
by Blyth & Co., Inc., T. Henry Boyd, Vice President. 


PUBLIC HOUSING PROGRAM 


Mr. Foutry. I will deal with that as I go on in my testimony. 

Senator Maysnank. Do you agree you cannot keep up with contracts 
that the Government has made / 

Mr. Fotry. Yes. 

Senator SALTONSTALL. You asked for 75,000 houses: is that correct ? 

Mr. Fontry. We are speaking now of the public-housing program. 
The budget was based upon the limitation of the public-housing pro- 
gram for the coming year by the President in the amount of 75,000 
units. 

Senator Savronstaty. The House cut you to 5,000 ¢ 

Mr. Fotry. For this annual period and succeeding years. 

Senator SALTONSTALL. You have given us this summary which is a 
very fine job. That shows your appeals to the Senate, under the Office 
of the Administrator under title 1 and some more things under title 
[11. In order that I can make it clear in my own mind, do all those 
items apply to the difference between 5,000 houses and 75,000 houses ? 

Mr. Fotry. No. They deal with the whole range of Agency opera- 
tions, 1f I understand your question correctly. The reduction of the 
authorized number of starts stands separately as affecting the pro- 
cram itself and the rate at which it is allowed to proceed. There is 
also an item in connection with the Public Housing Administration 
administrative funds. 


RESERVE FUNDS 


Senator Maypank. Let me suggest this: A |: arge part of this money 
that is cut out is money collected by the various agencies through the 
FNMA and F ILA, of which there is conside rable credit in the | yank. 

Mr. Fotry. Most of it is authorization to use funds, rather than 
appropriation. 

Senator Maypnank. You collect from these authorizations / 

Mr. Fouey. That is right. 

Senator Maynank. For instance, you have some $200 million to 
$300 million in FNMA that was agreed upon to be transferred / 

Mr. Foutry. I think you are referring to the FH A’s accumu!ation of 
reserve funds. 

Senator Maypank. Does not some of this cut come from the reserve ? 
You would use that money ? 

Mr. Fotry. We would use our earnings. In the FITA they are 
greatly in excess of the expenditures. 
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Senator Maysank. They are greatly in excess of any money you 
would ask for. Therefore, there would not be any tax upon the 
people to pay the FHA program, because it would come out of the 
earnings you are paid by the banks or the mortgagees? How about 
FNMA? 

Mr. Fortry. The earnings are much greater than the expenditures. 

Senator Maypanx. Therefore, because we have a tremendous debt 
here we all want to balance, part of your program and FNMA and 
FHA would be used from your earnings. It is merely an authori 
zation to use money that you have; is that right? 

Mr. Fotry. That is correct. That is also true of the Bank Board. 

Senator Maypank. It might be a direct appropriation but in the 
meantime you put all your “collections from FNMA or from FHA 
into the Treasury. The earnings you have go to the Treasury ? 

Mr. Fotry. The money we collect in the FHA over and above 
expenditures goes to the reserve funds for the protection of the insm 
ance risks. 

Senator Maysank. Who has that? 

Mr. Frantz. That is invested in Government obligations. 

Senator Mayspank. Government bonds. That is the Treasury 
Where do the earnings from FNMA go? 

Mr. Forry. To the Treasury. The ear nings from part of the ope: 
ations of the Public Housing Administration also go to the Treasury 

Senator Maypanx. I wanted to make clear a very small portion of 
this money is direct tax money. 

Mr. Fotxy. That is correct. If I understand your question cor 

rectly, I should point out that what you have on this table is a lisi 

of requests affecting the whole of our scope of operations, and not 
all of the items on this are related to the public housing volune 
question. 


PUBLIC HOUSING UNITS 


Senator Sauronsraty. It would help me if you would just note 
to us the items which do relate to the public housing. The big issue. 
as I see it, in this hearing is the question of how many houses we are 
going to build, whether we are going to build 5,000, 25,000, or 75,000 
Then I could be reading up as you were talking about these othe: 
items. 

Mr. Frantz. The items affected under title I are under the heading. 
“Public Housing Administration.” These are three items, the secon 
and third of which are affected by the volume question. The fir~' 
one is not. 

Senator SauronsraLu. That is 36 million ? 

Mr. Frantz. No, sir; the next line down. 

Senator SauronsTa.. I see. 

Mr. Frantz. That is the limitation on units. The third line is tl. 
administrative expense appropriation on which $11,420,000 was 1 
quested, and $7,000,000 appears in the House bill. 
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PHA ADMINISTRATIVE EXPENSES 


Senator Sauronsratu. There is only one item directly concerning 
the public housing ? 

Mr. Frantz. One money item and one legislative item. Down below 
under title ITI, under the heading “Public Housing Administration,” 
the administrative expense limitation on which $15,033,000 was re- 
quested and $10,455,000 appears in the House bill is affected by the 
volume question to the same extent that the appropriation is. In 
other words, that figure represents the total administrative budget, 
including the appropriation for low-rent housing. 

Senator Sauronstau.. So there are only two requests for additional 
amounts that have to do directly with the number of public housing 
units built ? 

Mr. Frantz. That is right. 

Senator SaLronstaL.. The rest is a question of administration ? 

Senator Maynank. That comes out of the earnings. 

Mr. Fotry. The rest refer to other parts of the ‘total program of 
operations. 

Senator Maysank. The rest comes out of your earnings, except 
those two items? 

Mr. Fotry. Not necessarily, but they relate to other activities than 
public housing, such as slum clearance and the Federal Housing Ad- 
ministration, and so forth. 

Senator Maysank. Let us make another thing clear. The requests 
you have made here on these two items you spoke of that have been 
reduced were made upon the basis of 75, 000 houses? 

Mr. Franz. That is correct. 

Senator Maynank. I might say for the benefit of the Senators, if it 
should be 50,000, then there would be a decrease of that, which would 
be legitimate, below the amount of money that the budget approved 
for 75,000 units. 

Mr. Frantz. That is correct. But not as great a decrease as appears 
in the House bill. 

Senator Maynank. You had better make that clear. That will be a 
very vital question. This is going to be the issue. We ought to know 
how much these appropriations can be cut. If the Senators will agree, 
I think that will be important. How much will it cost for 50,000? 

Senator Tuy. That is your administrative expenditure in there, 
because certainly there is a greater expense in the administration 
of a 75,000 unit or a 50,000 unit or a 5,000 unit. 

Senator Mayspank. That is based on 75,000. The housing authority 
sells bonds to do the construction. So the administrative expense is 
going to be the big issue. If the House cut from 75,000 to 5,000, what 
is going to be the administrative expense on these two items—cash 
money out of the 'T reasury ¢ 

Mr. Frantz. The Administrator’s statement takes that up later. 

Senator Maynank. How much will be? 

Mr. Fotry. May I make a statement, and say that I take that up 
more fully later—but I want to point out that the amount of admin- 
strative expense involved in carrying on next year could not be 
related proportionately to whether you had 75,000 starts or 5,000 
starts, because you have a continuing program. We have 100,000 
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under construction now. You have all of the administration of the 
accumulated inventory. 

Senator Maypank. You had better make that plain for the record, 
This administrative expense on those two items takes care of that. 

Mr. Forry. I think the prepared statement of Commissioner Egan 
will do that. 

Senator Maypank. I did not mean to interrupt you. Two and two 
make four and nobody is going to read these long statements. I mean, 
the Senators when they are voting late in the afternoon will not 
have time. 


COMPARISON OF ADMINISTRATIVE EXPENSES 


Senator Try. Mr. Chairman, if we could have a specific answer 
that the administrative e xpenditures necessary, if it were 75.000 units, 
would be so much, and if it were reduced to 25,000 units, it would be 
so much. If it were reduced to the number allowed in the House 
bill, it would be so much, and if we could have categorically those 
three answers, it would be a very simple question for us to deal with. 

Senator Maypank. With the understanding the ‘vy have to supervise 
those now under construction. 

Mr. Forry. I think Senator Thye includes that. We will be glad 
to furnish it. 

Senator Tuyr. What vou are compelled to i, rvise is something 
we cannot adjust, for the simple reason it is a previous obligation. 
But the difference in Ks administrative expense between 75,000 and 
those other numbers I indicated—we should have the answer specif 
ically for that. 

Mr. Foury. I cannot give them offhand. 


Mr. Frrzparrick. It can be supplied with dollar figures. 
(The information referred to follows :) 


Adn n strative eT pense requireme nis unde r ai ft rent ass imptions as to number oft 
new public housing starts 


Authorization 
for admin otal ad- 
istrative ministrative 
expenses, expense 
other PHA limitatio 


SY. O00. OOO 
10, 000, 000 
10, 800, 000 
11. 420, 000 


rafted that the total administrative ext 
figure but also 2 other amounts. 


onding change in the limitation. 
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FEDERAL NATIONAL MORTGAGE ASSOCIATION 


Mr. Fotry. Apropos of a point you raised, I might continue now. 
Senator Maypank. I know what we are going to go aor The 
issue is going to be how many public houses you are going to build. 
When you get through here, we will go into conference. el year 
we were in there 3 weeks, I believe, were we not, Senator Saltonstall ? 

Senator SALTONsTALL. We were in there a long time. 

Mr. Foury. You had raised a question about the earnings of the 
Federal National Mortgage Association. I have those figures. The 
earnings of the association in 1951 were $58,256,000. The expenses 
were $35,789,000. The net income was $22,467,000 in round figures. 
The net income estimated for 1952 1s $27,000,000 over expenses. 

I will go on with my prepared statement, if I may. 

I am fully aware that these are very strong general statements. 
Let me therefore make them conerete for you by briefly review ing the 
major impacts of the House bill on this agency, its constituent units, 
and its programs. 


OFFICE OF ADMINISTRATION 


First: The appropriation for administrative expenses of the office 
of the Administrator was cut 42 percent—from S6.250.000 to 335.606, 
OOO, I cannot believe that the House assumed that we had asked for 
nearly twice as much money as we need for the ie Presumably, 
therefore, this cut means a different kind of job to be done. But, 
Mr. Chairman, in making the cut the House did not relieve the Ad- 
ministrator of any of his responsibilities under the law. The commit- 
tee said only that it was recommending substantial reductions in de- 
fense programing and in the liquidating operation on our advance 
planning programs. If we cut both of those items to half the amounts 
in the budget estimate—which I do not recommend—that would still 
account for considerably less than half of the total reduction. 

What, then, is the Administrator to dof In simple terms, these 
would be the practical effects to be expected from this kind of cut: 


SLUM CLEARANCE PROGRAM 


1. We would have to notify some 75 to 100 cities and towns that their 
programs for slum clearance cannot go forward next year. 

Senator Maysank. Could you give those towns ¢ 

Mr. Fotry. We can give a list of them. 

Senator Maynank. That will be put in the record. 
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(The information referred to is as follows:) 


Localities in slum clearance and urban redevelopment program (title I, Housing 


Alabama. 


Arkansas ee 
California... 


Colorado. ._..-.-- 
Connecticut - - 


District of Columbia... -- 


Florida___- 


Georgia 


Illinois. . 


Indiana 
Kansas on 
Kentucky. -- 


Louisiana 
Maine 


Maryland 
Massachusetts-. 


156 local programs approved 


Birmingham. 


Florence. 
Huntsville. 
Mobile. 
Montgomery. 
Little Rock. 
Los Angeles. 


| National City. 


Richmond. 


| Sacramento. 


San Francisco. 


Denver, 


| Bridgeport. 


Bristol. 
East Haven. 


| Hartford. 


Meriden. 
Milford. 


| New Haven. 


New London. 
Norwalk. 
Norwich, 
Shelton. 
Stamford, 
Waterbury. 
Willimantic. 
Washington. 
Daytona Beach. 
Jacksonville, 


| Lakeland. 


Miami. 
Orlando. 
Panama City. 
Tampa. 


West Palm Beach. 


Albany. 
Athens. 
Atlanta. 
Griffin. 
Savannah. 
Aurora 
Chicago. 
Chicago Heights. 
Danville. 
Galesburg. 
Granite City. 
Harvey. 
Kankakee. 
Lincoln. 
Peoria 
Robbins. 
Rock Falls. 
Rockford. 
Streator. 
Villa Grove. 
Waukegan. 
Indianapolis. 
Kansas City. 
Lexington. 
Middlesborough. 
Newport. 
Owensboro. 
New Orleans, 
Shreveport, 


Baltimore. 
Boston. 
Brookline. 
Cambridge. 
Chicopee. 
Clinton. 
Fall River. 
Revere, 
Somerville. 
Taunton. 
Woburn. 
Worcester. 


of 1949) as of Apr. 30, 1952 


} 
| 
| 
| 


approved 


Gadsden (approved May 


7, 1952. 


Texarkana. 
Bakersfield. 
Colton. 
Pomona. 
Redlands. 
| San Bernardino. 
| Upland. 


| Pensacola. 


Champaign. 
Cook County. 
East St. Louis. 
Sparta. 
Urbana. 


Henderson. 
Paducah, 


Monroe, 


Portland (approved May 


8, 1952). 


Haverhill. 
Lawrence. 
Lowell. 
Lynn. 
Medford. 
Waltham. 





84 local programs not ye 
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Localities in slum clearance and urban redevelopment program (title I, Housing Act 
of 1949) as of Apr. 30, 1952—Continued 


Michigan 


Minnesota. - . 


Missouri - - 


Nebraska 
New Hampshire 


New Jersey... 


New York... 


North Carolina 


Os Atectuae ice 
Pennsy! vania 


Rhode Island 
uth Carolina. 


uth Dakota... 
ennessee. 





156 local programs approved 


Albion, 
Battle Creek, 
Detroit. 

Port Huron. 
Minneapolis, 
St. Paul. 
Kansas City. 
St. Louis. 


Dover. 
Manchester. 
Asbury Park. 
Atlantic City, 
Elizabeth. 
Hoboken. 
Jersey City. 
Long Branch, 
Newark. 

New Brunswick. 
Passaic, 
Paterson. 
Perth Amboy. 
Trenton. 
Albany. 
Buffalo. 

New York. 
Port Chester. 
Schenectady, 
Syracuse. 
Troy. 
Yonkers, 


Charlotte, 


Cincinnati. 
Cleveland, 
Columbus, 
Dayton 


| Hamilton, 


Springfield. 


| Toledo. 
Youngstown, 


Portland, 
Ambridge. 
Beaver Falls, 
Braddock 


| Chester. 


Clairton, 
Easton. 
Harrisburg. 


| Johnstown. 


McKeesport. 
M cKees Rocks. 


New Kensington. 
| Philadelphia, 


Pittsburgh. 
Reading. 


Turtle Creek, 


York. 


Newport. 
Providence. 


| Greenville. 


| Chattanooga, 


Johnson City. 
Knoxville. 
Memphis. 
Murfreesboro. 
Nashville. 
Dallas. 


84 local programs not yet 
approved 


Chisholm, 
Hibbing. 
Columbia 
St Joseph. 
Omaha. 
Laconia, 
Nashua. 
Harrison. 
Orange 
Plainfield. 


Binghamton 
Tarrytown. 
Tuckahoe. 
Utica. 


Fayetteville. 

Greensboro 

Winston-Salem (approved 
May 8, 1952 

Steubenville 


Allegheny County. 
Baden 

Beaver County 
Dauphin County. 
Delaware County. 
Dravosburg. 
Duquesne. 

East Pittsburgh, 
East Rochester, 
Farrell. 
Homestead, 
Muphall. 

Rankin. 
Rochester. 
Sharon. 


| Sharpsburg. 
| Tarentum, 


West Homestead. 


Columbia (approved May 
2, 1952). 


Rapid City. 


Austin, 
Corpus Christi 
Galveston. 
Houston. 

San Antonio. 
Waco. 
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Localities in slum clearance and urban redevelopment program (title I, Housing Act 
of 1949) as of Apr. 80, 1952—Continued 


84 local programs not y 


156 local programs approved ipproved 


Alexandria. Danville. 

Bristol 

Newport News 

Norfolk 

Porstmouth 

Richmond 

Roanoke. 
Boone County 
Charleston 
Clay County 
Fayette County. 
Greenbrier County 
Kanawha County 
Lincoln County 
Logan County. 
MeDowell County 
Mouroe County 
Point Pleasant 
Putnam County 
Raleigh County 
Summers County 
Wavne County 

Milwaukee 

Mayacue 

Pon 

San Jua 

Puerto Ric 

ity 
Honolulu 
St hn, St. Thomas, and 
St. Croix 


SLUM-CLEARANCE AND URBAN REDEVELOPMENT 


Mr. Foutry. These are communities with active program reserva 


tions which do not as vet have a local program under contract. It 
would be unfair on our part to accept their applications if we were 
not equipped to do our part of the job. At the same time, the one 
. indred-and-lifty-odd cities which already have approved local pro 

grams would have to expect material and expensive delays in the proc 
essing of their applications for assistance and their requisitions for 
funds, 

Senator Trye. It says here: 

The one-hundred-and-fifty-odd cities which already have approved local pro 
grams would have to expect material and expensive delays in the processing of 
their applications for assistance and their requisitions for funds. 


The question just occurs to me: Are these programs that would 
affected specific programs that have been authorized and now just in 
the process of being constructed? Or is this just something that a 
committee is working on that there is no authorization for, no com 
mitment on the part of the Housing Authority ¢ 

Mr. Foury. I think in most instances, Senator, and Mr. Keith who 
is here will correct me if I am wrong, they are under contract for 
preliminary or final planning advances. 

Mr. Kerri. One hundred and fifty-six localities are currently unde: 
contract under the redevelopment program. 

Mr. Foutry. That is the one-hundred-and-iifty-odd referred to 
the statement. 

Senator Tye, They are under contract now / 

Mr. Kerri. That is right. 
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Senator Tuyr. Did you obligate yourself and obligate funds that 
this committee is going to appropriate in this bill, or is it obligated 
under funds that you were authorized a year ago? Or approved a 
vear ago‘ 

Mr. Fotry. They are obligated under the general authorizations 
in the act of 1949 where we had authority to lend and to obtain 
from the Treasury $1 billion—up to a billion dollars—for these pur- 
oses to cities. 

What we are referring to here is the fact that the administrative 
expense cuts would cause us to reduce staff to such an extent that we 
could not carry on our obligations in connection With the contracts we 
have made. We could hot process them and do the work hecessary 
before the final determinations could be made as to the entering into 
final contracts for grants. 

Senator Tiryr. It does not involve the appropriations except under 
the administrative level. 

Mr. Fouey. That is right. It does not involve the funds in the 
billion-dollar or the half-billion-dollar appropriation authority in 
the act. 

Senator Maypank. Thank you, Senator, for asking those questions. 

I have a lot of letters in connection with the cut-back program and 
| will ask that they go in the record. 

(The letters referred to follow :) 

APRIL 30, 1952. 
Hon. Rosert 8S. Kerr, 
United States Senate, Washington, D. C. 

DEAR SENATOR: Your letter of the 28d is appreciated, and T have asked the 
clerk of the committee to bring it to my attention when this matter is up for 
consideration. Am glad to have your thoughts on this low-rent housing 
appropriation, 

With kindest regards, I am 

Sincerely yours, 


BurRNET R. MAYBANK, 


UNITED STATES SENATE, 
COMMITTEE ON PUBLIC WorkKsS, 
April 23, 1952. 
Hon. Burnet R, MAYBANK, 
Chairman, Subcommittce on Independent Offices, 
United States Senate, 

DEAR BurNeET: It has been called to my attention by a number of people in 
Oklahoma of the need for increasing the number of low-rent housing units instead 
of decreasing them, as was done by the House Appropriations Committee. 

1 am sure that my State is no exception to the rule that we need more housing 
units. We also need to correct the situation that exists now relative to the 
matter of selling mortgage paper on houses in order to reduce instead of increase 
the down-payment requirements, as it becomes increasingly more difficult to sell 
this type of mortgage. Naturally the down-payment requirements are raised, 
and this, in turn, has a tendency to increase the rents on the property. 

Lam aware of the difficulty that is encountered in the matter of appropriations, 
but it seems to me that this is one appropriation which we should provide for in 
order to secure much-needed low-cost housing. I am advised that appropriations 
for this purpose have never cost the Government anything. 

With kindest regards, | am 

Sincerely yours, 


Rosert S. Kerr. 
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DALLAS COMMITTEE FOR DEMOCRATIC ACTION, 
Dallas, Tex., April 17, 1952. 
Hon. LYNDON B. JOHNSON, 
Senate Office Building, Washington, D. C. 


DeaR SENATOR JOHNSON: It is our understanding that the Senate Appropria 
tions Committee has modified present public-housing legislation so as to reduce 
the number of public-housing units that are permissible in the next fiscal yea: 
to 5,000 units. 

In view of the continuing need many of our urban centers have for mort 
adequate pub ic-housing facilities, it is the feeling of the members of this organi 
zation that it is a false economy for the Congress to further reduce the numbe: 
oft units to be built in the future. 

We are aware of the fact that in the past you have been most understanding 
of the need for public housing, and we wish to urge you to do everything possibl 
to see that the Appropriations Committee’s action in this regard is revised s 
as to substantially increase the number of units that can be built. 

Respectfully yours, 
DALLAS COMMITTEE FOR DEMOCRATIC ACTION, 
I’reD ScuMipt, Vice Chairman, 


HAwan CHaprer, AMERICAN ASSOCIATION OF SoctaL WORKERS, 
Honolulu, T. H., Mareh 31, 1952 
Hon. BURNET MAYRBANK, 
Chairman, Senate Committee on Appropriations, 
Washington, D.C. 

My Dear SENATOR MAYBANK: The members of the Hawaii Chapter of th 
American Association of Social Workers are concerned over the action taken | 
the House of Representatives relative to the public-housing program. We ar 
writing to you to enlist your help in preventing emasculation of the Public Hous 
ing Act of 1949. 

We are cognizant of the impact of slums on family life. We deplore slums 
We believe that the drastic reduction to 5,000 low-rent housing units per yea 
for the United States and Territories authorized by the House of Representativ: 
is a threat to human welfare. 

In Honolulu, we are in a critical housing stage. Private enterprise has su 
plied a considerable number of new, adequate homes, but high construction ar 
land costs limited their use to a small segment of our population. The argumer 
that new units release old units for housing families of moderate incomes, whit 
in turn release cheaper additional units, is fallacious. In Hawaii there are mai 
families living doubled up, in quarters not designed for family life, or in dwellin: 
units to be converted for business purposes. Few second-hand units therefor 
are released. The great demand for homes encourages limitations on units th 
are available. Selective groups are fortunate, as many rental units advertised 
the daily press are restricted by race, children, or long-term leases. (See attache: 
schedule.) The housing shortage continues to keep Honolulu in the buyer's ma 
ket where there is no restriction on the amount of profit that may be realized 
Homes therefore are available at high prices, and home ownership is possi! 
only for selected groups. Families, therefore, with low income or with more tha: 
two children are forced to live under substandard conditions. Minority groups 
in particular, are grossly affected by our housing shortage. 

It seems logical, if private enterprise will assume any program to reliev: 
pressure on the less privileged, it will be in the area of home ownership for th: 
middle-income group,. Families of low income whose jobs are of uncertain tenn: 
should not have to wait for a long-term program. They shouid be supplied 
adequate rental units within their means. Low-rent projects under the publi 
housing program have no restrictions for race or number of children, and renta 
rates are within the means of the low-income families. A continuing supply 
vital for their welfare. 

The members of the Hawaii Chapter of the American Association of Socia 
Workers urge your assistance in voting to restore cuts to at least 75,000 unit 
for the public-housing program and to withdraw limitations for future years. 

Very truly yours, 
HAWAIt CHAPTER, AMERICAN ASSOCIATION OF SOCTAL WORKERS 
(Miss) MARGARET W. SMALLEY, Chairman, 
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Rental advertisements bimonthly (middle and end of month) Honolulu Star-Bulletin 


Studio 1-bedroom 2-bedroom 3-bedroom 


Rental rates asked | 


Unre- Re- Unre- Re- Unre- Re- Unre- Re- 
stricted | stricted | stricted | stricted | stricted | stricted | stricted | stricted 


Below $55 ] 53 3 12 
$55 to $70 5 

$75 to $85 

Over $85 

Unknown rate 


Total... 


Note.—735 units offered for rent in the 24 issues —287 unrestricted; 448 restricted. 


THE AMERICAN ASSOCIATION OF SocIAL WORKERS, 
OLYMPIC CHAPTER, 
Olympia, Wash., April 15, 1952. 
Senator Burnet R. MAYBANK, 
Appropriations Subcommittee, 
Senate Office Building, Washington, D. C. 

DrAR SENATOR MAYBANK: Our organization is very much concerned at the 
recent action of the House of Representatives in curtailing so drastically the 
program for low-cost public housjng. It is our opinion that in many areas there 
is still a critical shortage of available housing. The weight of this shortage 
falls most heavily on those with low incomes. Many of such people can hold only 
limited employment because of physical disabilities, and others because of the 
handicaps of disability or advanced age have to depend upon public assistance. 

For these people, the only reasonable hope for decent housing lies in the con- 
tinued support by the Federal Government of the low-cost public housing pro- 
gram. It is our urgent recommendation that the Senate support the recommet! 
dation of the President for provision of 75,000 low-cost housing units annually 

Sincerely yours, 
MAURICE E, Powers, 
Chairman 


UNITED States SENATE, 
April 29, 1952. 
Hon. HERBERT H. LEHMAN, 
Senate Office Building, Washington, D. C. 

Dear SENATOR LEHMAN: Yours of the 26th received and is appreciated. Am 
asking the clerk of my committee to call this to my attention when the matter 
comes up for consideration in committee. 

Sincerely yours, 
BuRNET R. MAYRBANK. 


UNITED STATES SENATE, 
April 26, 1952. 
Hon. BuRNET R. MAYBANK, 
Chairman, Independent Offices Subcommittee, Senate Appropriations Com 
mittee, Washington, D. C. 

DEAR SENATOR MAYBANK: I am taking this opportunity of indicating my obje« 
tion to the language in H. R. 7072, which restricts the public-housing program t: 
0,000 starts in the fiscal year 19538. 

The Housing Act of 1949 provided for the construction of 810,000 public-housing 
units over a period of 6 years—or 135,000 units in each year. These figures were 
directly related to the number of nonfarm dwelling units which were said to be 
required to meet housing needs. The Senate Banking and Currency Committee 

Sist Cong., Ist sess.) set these requirements as 1,300,000 nonfarm dwelling units 

per year for each of 15 years. The 135,000 public-housing units authorized by 
aw was about 10 percent of the desirable goal of all housing units to be con- 
structed in any year. 

As it has happened, we have never achieved our objective for public-housing 

mstruction. The reasons for our failure have been many and varied, and too 
well known to you to require any explanation on my part. 
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This year, despite credit controls and some shortages of materials, the best 
estimate is that 800,000 or more units will be started by the home-building indus- 
try. This is a goal and not a limitation. A fair level of public housing, accord. 
ing to past standards, would be about 10 percent of that figure, or 80,000. The 
President, as you know, has recommended appropriations to support 75,000 units 
of public housing for the fiscal year 1953. That figure was reduced first by the 
House Ways and Means Committee to 25,000, and later by the House to 5,000. 

H. R. 7072, which contains appropriations for the public-housing program, has 
now come to the Senate. Fortunately, the Senate can avail itself of the knowl- 
edge and experience in the field of housing gained in your dual capacity as chair 
man of the Independent Offices Appropriations Subcommittee and as chairman 
of the Senate Banking and Currency Committee. 

It will be obvious to you that the House cut in the public-housing program is 
not one judiciously arrived at after careful consideration. It is not in any way 
related to our needs or even to what we can produce with available materials. 
it seems to me that it is nothing more than an attempt to scuttle the entire 
public-housing program. The real issue is whether we will provide funds for 
an authorized program or whether we will cut off all funds for this purpose 
I, for one, would prefer to vote on that issue rather than on this camouflaged 
attempt to kill the program by providing for only 5,000 units. 

I would like to recommend to the subcommittee, of which you are chairman, 
that sufficient funds be provided for 75,000 public-housing units, as requested 
by the President. May I also ask that the attached telegram, addressed to me by 
the mayor of the city of New York, be brought to the attention of your committee. 
Mavor Impellitteri describes the serious hardships and the adverse effects on 
public housing and other programs which would result if the House amendment 
were enacted. 

Yours very sincerely, 
Herbert H. LEHMAN, 


NEW YorkK, N. Y., Mareh 18, 1952, 
Hion. HEsseErtT H. LEHMAN, 
Senate Office Building, Washington, D. C.: 

If the proposed cut-back on public housing in the independent offices appropria 
tion bill now before the House of Representatives is adopted it would impose 
serious hardships on the people of New York City. It would delay four-fifths 
of the federally aided public housing construction program for the coming 
year, reducing the scheduled start of 10.581 apartments to little more than 
2,000 projects in the Bronx, Manhattan, Brooklyn, and Queens would be affected 
It would hold down planning, site acquisition, and clearance to the rate of 11, 
projects, 200 apartments, each year, with the result that the last project in the 
presently authorized program reservation of 24,000 apartments could not be 
planned for 12 years. Delays in building the proposed middle-income projects 
under title I of the United States Housing Act of 1949 would be certain, since 
new public-housing projects are a part of the plan for relocating the site residents 
Unemployment in the building trades, already serious, would increase. Low 
income veterans who have lived since their return to civilian life in squalid 
quarters awaiting a chance to rent a decent home would meet again with 
frustration. Since the National Production Authority exercises controls to relate 
housing construction to national defense, any program smaller than 75,000 
apartments for the country is completely unrealistic. 

I urve your consideration of the serious consequences of the Appropriations 
Committee proposal. 

VINCENT R. IMPELLITTERT, 
Mayor of the City of New York. 


House OF REPRESENTATIVES, 
Washington, D. C., April 30, 1952. 
Hon. KENNETH McKELLAR, 
Chairman, Senate Appropriations Committee, 
Capitol Building, Washington, D.C. 

DE\R CHAIRMAN MCKELLAR: May I bring to your special attention the enclosed 
letter from Mr. Roy W. Atkinson, regional director for the CIO in the State of 
Washington, concerning appropriations for public housing in the independent 
offices appropriation bill now under consideration by your committee. 
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I strongly endorse and support the points made in Mr. Atkinson’s letter and 
would appreciate having it made a part of the record of the hearings. 
With kindest personal regards. 
Sincerely yours, 
HueH B. MircHerr. 


CONGRESS OF INDUSTRIAL ORGANIZATIONS, 
Seattle, Wash., April 23, 1952. 
Hon. HueH B. MircHetr, 
United States Representative, 
House Office Building, Washington, D. C. 

DEAR CONGRESSMAN MITCHELL: I urge that you do everything possible to 
eliminate the restrictions on public housing contained in H. R. 7072 cutting 
appropriations for public housing to 5,000 units in the low-rent field. 

It is my understanding that President Truman has recommended 75,000 units 
of low-rent public housing this year; at least 125,000 units, or more, are necessary. 
The 5,000-unit figure is simply trivial and does not provide even a beginning 
as far as low-rent housing needs are concerned. 

The needs in this State for housing to be constructed after June 30, 1952, in 
18 critical areas amount to 592 units, and as you well know, housing needs are 
increasing rather than diminishing. For instance, in the area of Pend Oreille 
and Stevens Counties in northeastern Washington, the mining developments 
taking place there have caused a drastic need for more housing; in the Everett 
area a minimum of 150 units should be started immediately ; Kennewick needs 
at least 125 units to supply its minimum requirements; Vancouver can use at 
least 142 low-cost units. One could go over almost any area in the State and 
find an acute housing shortage. 

It is a known fact that private industry cannot and will not supply such 
housing. Serious manpower shortages are sure to develop in certain critical 
defense areas unless housing is supplied. 

Very sincerely yours, 
Roy W. ATKINSON, 
Reaional Director, State of Washington. 


AMERICAN FEDERATION OF LABOR, 
Washington, D. C., May 6, 1952. 
Hon. BuRNeT R. MAYRANK, 
Chairman, Subcommittee on Appropriations, 
Senate Committee on Appropriations, 
Nenate Office Building, Washington, D. C. 

DEAR SENATOR MayswaANK: I am writing to you at this time to urge you to do 
everything possible to assure an adequate low-rent public housing program 
for fiscal year 1953. 

I understand that the Subcommittee on Appropriations of the Senate Appro- 
priations Committee will soon be considering H. R. 7072. As passed by the 
House, the bill limits the low-rent publie housing program for the entire Nation 
to 5,000 units for fiscal vear 1953 and each succeeding vear unless specifically 
changed by Congress. Furthermore, it contains a completely unworkable pro- 
vision which would throw a cloud of doubt over the bonds sold to private finan- 
cial institutions to finance the low-rent public housing program. 

This emasculation of the public-housing program is unwarranted. The need 
of low-income families for decent housing has increased, not diminished, since 
the Housing Act of 1949 provided for construction of 135,000 units a year. 

Moreover, within recent months larrer amounts of materials have hecome 
available for residential construction and have actually been voing to hith price 
residential, commercial and other nondefense construction. In view of the less 
stringent materials situation and the expansion of nrivate housing construction 
there can certainly be no justification for reducing the number of houses made 
availab'e to low-income families. 

The low-rent public-housing program provides the only means for these families 
to raise their children in livable homes in a decent envirenment. In a very real 
sense, this program is vital to the Nation’s mobil‘zation effort. 

Those who are seeking to wipe out the low-rent public-housing program have 
made untrue and irresponsible assertions that the proposed reduction in the low- 
rent publie-housing program would save the Federal Government hundreds of 


9571 52——67 
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millions of dollars in the next fiscal year. These claims are false. The fact 
is that only a few million dollars additional would have to be appropriated to 
provide for 135,000 units than for 5,000 units. This is so because the funds for 
construction of low-rent housing projectS are obtained from loans of private 
institutions to local housing authorities. These local authorities are completely 
responsible for the construction of low-rent housing. 

I know of the very valuable leadership and support you have given to the fight 
for an adequate low-rent public-housing program. I trust that you will exert 
every effort to assure sufficient appropriations to provide funds for the construc- 
tion of 135,000 units in fiscal year 1953 as authorized by the Congress in the 
Housing Act of 1949. 

Very truly yours, 
W. GREEN, 
President, American Federation of Labor. 


NATIONAL ASSOCIATION OF HOUSING OFFICIALS, 
Chicago, Ill., May 6, 1952. 
Senator Burnet R. MAYBANK, 
Senate Office Building, 
Washington, D. C. 


Dear SENATOR MAYBANK: I have been advised that the independent offices 
appropriations bill (H. R. 7072), as passed by the House of Ro>presentatives, 
contains a provision reading as follows: “Provided further, That no part of any 
appropriation contained in this section shall be used to pay annual contributions 
to any housing unit of a project assisted under the United States Housing Act 
of 1937, as amended, which is occupied by a person who is a member of an 
organization designated as subversive by the Attorney General.” 

As president of the National Association of Housing Officials, a professiona 
organization interested in improving public administration as it is related to hous 
ing programs, I should like to express our reaction to this provision. While w 
are in complete sympathy with the maintenance of absolute loyalty to our coun 
try’s principles for all Government-aided programs, this provision would seriously 
jeopardize the ability of local housing authorities to use private financing fo: 
their housing projects. The provision removes the unconditional obligation o 
the Federal Government to pay annual contributions on public-housing projects 
This removal would have the effect of increasing the interest rate for financing 
housing projects built by local housing authorities. 

We are also concerned on the effect this provision would have on the bends 
already issued by local housing authorities. They were issued with the under 
standing that the Federal Government was contractually obligated to pay annual 
contributions. The provision in the present version of the appropriations bi 
would violate this contractual obligation. 

The National Association of Housing Officials, therefore, respectfully requests 
that any provision limiting the obligation of the Federal Government to pa) 
annual contributions on approved public-housing projects be eliminated from the 
appropriations bill. 

Sincerely, 
CLARENCE C. KLEIN, President 


FEDERAL SAVINGS AND LOAN ApbvISORY COUNCIL, 
Washington, D. C., May 6, 1952 
Hon. Burnet R. MAYBANK, 
Chairman, Subcommittee on Independent Offices 
Senate Appropriations Committee, Washington, D. C. 


My Dear SENATOR MAYBANK: Pursuant to instructions contained in resolution 
of the Federal Savings and Loan Advisory Council, in session assembled, we 
respectfully submit herewith copy of such resolution adopted by the council at 
its meeting held in Washington, D. C., May 5-6, 1952. 

Sincerely yours 
WALTER GEHRKE, Chairman 
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RESOLUTION ApoPTED May 6, 1952 


Whereas the act of Congress creating the Federal Savings and Loan Advisory 
Council provides, among other things, that the council shall have power to confer 
with the Home Loan Bank Board on special conditions affecting the Federal 
home-loan banks, the Federal Savings and Loan Insurance Corp., and their 
members; and 

Whereas the Federal Savings and Loan Advisory Council believes that the 
operations of the Home Loan Bank Board, its Examining Division, and the 
Federal Savings and Loan Insurance Corp, are operating efficiently and eco- 
nomically and from experience knows that substantial improvements and econ 
omies in their administrative, supervisory, and examining procedures have been 
made in recent vears ; and 

Whereas the funds used to defray the operating expenses of the Board and 
its constituent units are supplied by premiums received by the Federal Savings 
and Loan Insurance Corp. and by assessment against the bank members and 
from fees charged such members for examining services, and do not come from 
the United States Treasury and do not affect Federal tax rates; and 

Whereas the Federal Savings and Loan Advisory Council is concerned about 
the proposed curtailment of hecessary and needed administrative and super- 
visory services of these agencies, including the increase in the length of time 
hetween examinations : Now, therefore, be it 

Resolved, That the Federal Savings and Loan Advisory Council urgently 
petitions the restoration in the 1953 independent offices appropriation bill of 
funds in the etimates of the Home Loan Bank Board and its constituent units 
uecessary to assure continuation of economical, efficient, and adequate ad- 
minstrative and supervisory services by these agencies; and further 

Resolved, That the Federal Savings and Loan Advisory Council strongly urges 
Congress to except the Home Loan Bank Board and its constituent units from 
any across-the-board cuts or other restrictive provisions such as and including 
the proposed Jensen amendment, and to remove the proposed limitation on the 
unmount of expenses to be incurred by the Examining Division—HLBB; and 
further 

Resolved, That copies of this resolution be forwarded to the respective chair 
men of the Independent Offices Appropriations Subcommittees of the House of 
Representatives and of the United States Senate. 


STATEMENT OF SENATOR WARREN G. MAGNUSON 


Mr. Chairman, it was a cause of general alarm to me when the House of Repre 
sentatives failed to provide in the independent offices appropriations bill authority 
for construction of 75,000 low-rent public-housing units in the coming year. 

Action of the House in limiting the total to 5,000 units was hailed by the real 
estate lobby and others seeking to profiteer in housing at the expense of those 
who urgently need shelter at a cost they can afford. 

iffect of the 5,000-unit limitation, unless it is changed by the Senate, would 
be to cripple, if not to kill, the Nation’s public-housing program 

lam urging that this committee take steps to write into the Senate version 

he bill the authority for 75,000 units as requested by the President. 

Millions of Americans are living in substandard, or slum, housing. We must 
have a strong, continuing program to eliminate this inadequate shelter. 

In my own State of Washington there are projects pending which would provide 
upward of 900 urgently needed units. Other States have much greater needs. 

We need go no farther than any large city to find evidence of slum conditions 
that help breed juvenile delinquency, crime, and disease. 

Opponents of the housing program have sought to mislead the people with 
egations of “socialized housing” and reports about how much of each tenant's 
tis “paid” out of general tax revenues. 

We know that rentals are based on ability to pay, but also on a basis that will 

ean paying out of the investment which the Government makes. Money is paid 
ocal governments in lieu of taxes. And we know, also, that millions spent now 
crime prevention and disease treatment need not be spent if our housing 

ogram can be moved into high gear. 

\s of March 1 there were 208,000 units in a “reserved” status, according to the 

Housing Administration. 
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The 75,000 units asked for this coming year, is only a third of those reserved, 
and only a fraction of those the Nation needs. 

An investment in the public-housing program is an investment in a better 
America, an investment that will pay not only cash dividends but many other 
dividends as well. 

DIRECT LOAN PROGRAM 


Mr. Fotey. 2. In our direct-loan programs to aid special types of 
housing needs, we would be forced to shut the doors to new applicants, 
and cut back to a minimum operation, servicing existing contractual 
commitments, and protecting the finance ‘ial interests of the Government 
in loans already made. To all intents and purposes that would mean 
no new financial assistance for needed housing at colleges and other 
educational institutions and no further financial assistance to manu- 
facturers of prefabricated and demountable housing—types peculiar- 
ly suited to a defense period. Aid to vital defense-connected housing 
development in Alaska would surely be seriously impeded. 


COLLECTIONS 


3. We would be forced to curtail positive efforts to collect some $40 
million in Government funds outstanding under the two advance 
planning programs. Our experience shows that without an active 
follow-up program the Government will be a long time collecting 
these funds—which, I remind the committee, are noninterest bearing 
under the terms of the law itself. 


HOUSING RESEARCH 


We would be required to give up much of the results of 3 years of 

Bs and more than $2 million of Federal investment in the research 
program, for lack of staff to follow through and realize on the work 
already done. 

That is the subject we will advise Senator Kilgore on. 

Senator Maysank. He is very much interested in that. Unfortu- 
nately, he and other Senators had to be out of the city. 

Mr. Fotry. We will furnish a detailed analysis of that. 

(The information referred to appears on pp. 1101-1102.) 


PREFABRICATED HOUSING LOANS 


Mr. Forry. Mr. Chairman, I have tried always to operate the 
Housing Agency efficiently and economically but I cannot subscribe 
to steps taken in the name of economy which are quite that expensive. 
In many of the programs carried out by the Office of the Admin- 
istrator we deal in very large sums of Federal funds, often loaned 
at considerable risk. We try to do a conscientious job of safeguarding 
those funds. 

Senator Maysanx. How many — are in default ? 

Mr. Fotry. There are no loans in default which we have made since 
the transfer of this program to the Housing Agency. 

Senator Maypank. The Senator is familiar with the RFC loan 
in Ohio or Illinois, but since it has been under you nobody has been 
in default ? 


: Mr. Fotry. No loans originated by us. I will ask Mr. Hubka if that 
is not right. 
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Mr. Husxa,. That is correct, Mr. Foley. 

Mr. Fotry. The interest income for a year on a single one of our 
Jarger pref fab loans is more than the entire : administrative budget for 
that activity—which the House bill would reduce by 16 percent. This 
small saving—$43,000—would seriously affect our ability to admin- 
ister hundreds of times that amount in loans already made; I cannot 
believe that such a saving adds up to prudent management or sound 
financial policy for the Government. 

HOUSE CUT 

As you know, the House committee reported out for the Office of 
the Administrator a figure of $4,606,000—itself a cut of 26 percent. 
In arguing against a floor amendment to cut still another million 
dollars from the figure, the chairman of the Independent Offices Sub- 
committee pointed out to the House the many new and complex duties 
laid on this office by the Congress during recent years, including this 
very year, 1952. 

Senator Maysank. The chairman, Mr. Thomas, was opposed to that 
cut on the floor. 

Mr. Fotry. He was. Unfortunately, his advice did not prevail. 

I want to bring to your attention one argument used on the floor 
of the House to support the additional cut of $1 million which is 
completely mistaken, although I am sure it was advanced in entire 
good faith. It was said in this connection that the proposed figure 
of $3,606,000 is still an increase of $600,000 above the amount appro- 
priated for this year. Now, it is true that the original appropriation 
for 1952 was $3,010,000, but this argument overlooks the fact that 
additional funds were appropriated in both the Supplemental and 
Second Supplemental Appropriation Acts for this year to provide 
for the costs of new legislation enacted by the Congress in connection 
with the defense program. Moreover, some of our existing functions 
provided for in the combined budget request which was reduced to 
$3,606,000 were separately appropriated for in 1952, and are not 
covered by the figure of $3,010,000. In fact, the $8,606,000 approved 
by the House is “far below—not above—our funds for this year, in 
spite of the growing job to be done. It would force a drastic cut in 
our present level of employment. 

Senator Tirye. What is your total of funds for this year with your 
supplements added to last year’s appropriation ¢ 

Mr. Franz. The figure for 1952 compar able to the budget request 
and comparable to the House item of $ 606. 000 is $4,965,000. 

Senator MayBank. You had $4,900, 000 this year? 

Mr, Frantz. $4,965,000 for this year as compared with $3,606,000 
in the House bill. 

Mr. Fotry. Since we have only been able to attain our present level 
because of supplemental appropriations granted by the Congress in 
November in recognition of added tasks, the present action in effect 
would withdraw the support of Congress from the very activities it 
authorized and appropriated for less than 6 months ago. 


FNMA ADMINISTRATIVE EXPENSES 
ne the House bill reduces the administrative expenses of the 


“ederal National Mortgage Association by 19 perecent—from $4,140,000 
to about $ $3.370.000. 
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Senator Maynank. Where does that money come from? 

Mr. Fotry. From our earnings. 

Senator Maypank. They cut “off 19 percent of your earnings ? 

Mr. Fotry. The authority to use those funds. 

Senator Maypank. If they cut that off, you might not be able to 
look at the program sufficiently to make the collections and to make 
the earnings you made; is that right ? 

Mr. Forry. That is what I point out here. Yes, you are quit: 
right. 

Senator Mayrnank. That does not cost the taxpayer one nickel. 

Mr. Foitry. No, sir. 

Senator Maysank. What are your earnings / 

Mr. Fotry. The earnings estimated net for this year are $27,000,000 
The gross earnings for this year are around $75 million. 

To me the cut on FNMA seems an especially regrettable action 
Since FNMA was transferred to the Housing Ageney in Septembe: 
1950, a record of economy has been established for which we are proud 

Senator Mayspank. You have reduced your expenses materially 
below what the RFC recommended? T will say here what I said the 
other day on the floor—you have done a fine job of saving mone) 
there. I do not have the exact figure in mind, but T know it is a sul) 
stantial amount. 

Mr. Forry. $2 million per year. 

Senator Maypank. You reduced $2,000,000. 

Mr. Forry. Yes; but we have to supervise these loans and keep wu) 
with the portfolio, 

The annual rate of expense has been cut by nearly $2 million—a 
third below the rate at the time of transfer—in the face of a growing 
volume of work and day-by-day production. The House figure would 
require a deep cut in the present staff, although we are as sure as we 
reasonably can be that the mortgage portfolio of the Association in 
1953 will be the largest in its experience. I urge this committee to 
look at the Association’s established record for economical operation 
and to restore the funds necessary to permit it to discharge its respon 
sibilities creditably and with due regard for the safety of the Gov 
ernment’s enormous inyestments in home mortgages. 


LIMITATION ON HOME LOAN BANK BOARD 


Third, in addition to cuts on all administrative expense items, the 
House bill inserts both a limitation on and a reduction of nonadmin- 
istrative expenses of the Examining Division of the Home Loan Bank 
Board. This eliminates flexibility needed in the work of examining 
building-and-loan associations and other members of the Home Loan 
Bank System. A reduction and limitation in this instance are false 
economy, because they limit the amount of auditing and inspection 
and increase the risk of losses by the Federal Government. It should 
be recognized that reducing the number of examinations cannot pro 
duce surplus funds for the Treasury since this examining work is 
supported entirely from fees collected from the institutions exan 
ined—fees which are collected only to the extent that the examina 
tions are actually made. 

I am sure this committee will recall that several years ago the Con 
gress became considerably alarmed because this audit and examining 
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program had fallen more than a year behind schedule, due to limita- 
tions on staff. On the recommendation of the Senate Banking and 
Currency Committee the Congress eliminated the annual budget limi- 
tation and author’zed a flexible staff related to workload. The Board 
thereupon brought the examination program up to date and has kept 
it current. You should know that under the lmitation contained in 
the House bill the Board will have to dismiss experienced examiners 
in the face of growing examination load. Therefore, if the House 
action stands, the examining program will again he in arrears before 
the end of next year. 


FILA NONADMINISTRATIVE EXPENSES 


Fourth, the House bill also contains a limitation on the nonad- 
ministrative expenses of the Federal Housing Administration and a 
reduction of that item by $8,695,000. Here is a corporate-type or- 
vanization doing a mortgage-insurance business. Like any corpora- 
tion, the income and expenses fluctuate with the volume of business, 
and an appropriate amount of flexibility is essential to a good job 
under changing conditions. 

Here again, as in the case of the Examining Division, the Congress 
eliminated the annual dollar limitation after long and careful study 
in order to permit realistic flexibility based on volume of business. 
In this case, too, the experiment was highly successful. The huge 

backlogs and long delays in processing, which had produced well 
-ustified complaints from the industry and the public FHA serves, 
were eliminated. Nor was this flexibility abused : at no time did FHA 
spend as much as the formula prescribed by the Congress would have 
permitted. I see nothing to be gained by reestablishing an annual 
limitation on this tiem; on the contr: iry, it seems to me clear that all 
the troubles that plagued the Agency and the Congress will return 
i exactly the same form as before. 


SOURCE OF FHA FUNDS 


-_ House bill also cuts FHA administrative expenses to the point 
of seriously weakening the central control on which FHA depends 
for he integrity and soundness of its risk conclusions in the field. 

Senator Maypank. That is an item taken out of the earnings? 

Mr. Foury. Yes, sir. 

Senator Maypankx. The FHA had a tremendous surplus at that 
date ¢ 

Mr. Foitry. That is right they are held as reserves. 

Senator Ture. If no additional housing authorizations were 
vranted—I am just using that as an example—how many years would 
it Le before your administrative load decreased ¢ 

Mr. Fotry. You are speaking now of public housing? 

Senator Tryr. I am speaking to the administrative and audit re- 
sponsibility that falls upon you to check contracts and authorizations 

iat have been granted in past years. 
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MORTGAGE LOAN PERIODS 


Mr. Fotry. In the Public Housing Administration program ¢ 

Senator Tuye, Yes. How many years would it take before that 
would taper off / 

Mr. Fotry. The contracts are for 40 years. It would depend on 
how long individual contracts had been running. 

Senator Ture. In other words, you have an administrative respon- 
sibility that the Government has assumed and contracted for that will 
run for a period of thirty-some years and a possibility of 40 to those 
you have last approved? Mr. Forey. I would think that is correct, 
would you not, Mr. Egan ¢ 

Mr. Eoan. Yes. 

Mr. Franrz. That would be in addition to a construction responsi- 
bility for the next 2 to 214 years for projects already started. 

Senator Ture. You are committed now under construction obliga- 
tions that will take 2 years to execute, but in regard to the administr: as 
tive function here in the audit, the collection and supervision in that 
field you are already obligated for thirty-some years up to a maximum 
of 40? 

Mr. Frantz. That is correct. 

Mr. Fotey. And with respect to the payment of the funds author- 
ized to be paid in support of that. 

Senator Maysank. Do you know how much money the FHA has 
turned into the Treasury ? 

Mr. Foury. IL will ask Mr. Greene. 

Mr. Greene. Our earned surplus and capital is $313,000,000. 

Senator Mayspank. You have that reserve over and above the col- 
lections you were supposed to have made? 

Mr. Greene. We have that. 


MORTGAGE INSURANCE FUND 


Senator Maynank. The mortgagees themselves amortize by collect- 
ing the amortization before they pay into the reserve ? 

Mr. Fotey. We do not receive the mortgage payments. We receive 
the insurance premiums. 

Senator Maypank. You have that profit to the Government now 
and you have got nothing in default? 

Mr. Fotry. That is correct, if you regard the reserve as profit. 

Senator Maypank. This money would come out of that $313,000,000 
surplus in the Treasury from your insurance fund and the mortgagees 
who took the mortgages have been paid up to date with limited ex- 
ceptions ¢ 

Mr. Fotry. It would come from the current receipts of about $120,- 
000,000. It would not have to be deducted from reserves because 
reserves would continue to increase. 

Senator Mayrpnanx. The people are paying up on the houses they 
bought ? 

Mr. Fotry. That is correct. Our experience on losses is remarkably 
low. 

Senator Maysank. Would you make a statement of what it is for 
the record ? 

Mr. Fotxy. We will do so. 
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(The information referred to follows :) 


FEDERAL Hovusinac ADMINISTRATION 


Insurance written, pcid, acquired, and insurance in force, cumulative June 30, 1934, 
to Mar. 31, 1952 


| | 
1 ! 
Insurance Paid | Acquired by Insurance 
written | FHA | in force 


} 


Mortgage insurance $21, 085, 566,709 | $7,304,692,179 | $163, 622,756 | $13, 617, 251, 774 
Modernization and improvement loans 
insured | §, 566, 105, 791 4, 339, 298, 268 125, 709, 424 1, 101, 098, 099 


Total insurance written 26, 651, 672, 500 | 11, 643, 990, 447 289, 332, 180 14, 718, 349, 873 
Total percent of loss to total in- 
surance written 0. 075 


Properties acquired, sold, and on hand, cumulative June 30, 1934, to Mar. 31, 1952 


Number of Number of Cost of 
properties units acquisition 


Acquired - -. 14, 791 28, 499 $163, 622, 756 
Sold. - 13, 140 18, 301 92, 279, 


On hand, Mar. 31, 1952-.. 1, 651 10, 198 71, 343, 373 


Loss on sold properties, cumulative June 30, 1934 to Mar. 31, 


In be oO . 
a Number of Acquisition Net sales 
I aid units sold costs proceeds 


Sales 1 3 $92, 279,384 | $87, 159, 368 
Percent of loss to total mortgage 
insurance written 


Loss on modernization and improvement notes, cumulative June 
to Mar. 31, 1952 
Claims paid $125, 709, 424 
Recoveries 63, 660, 155 
Loss on modernization and improvement notes. 62, 049, 269 
Percent of loss to total modernization and improvement insurance written ‘ ba 


HOUSING MORTGAGE AUTHORITY 


Senator SavronsTaLL. How much do you owe the Government / 

Mr. Fotry. How much is still in capital, $10 million ? 

Mr. Greene. Approximately $50 million, on all mortgage-insur- 
ance programs. 

Senator MayBank. So you have $226 million above the $50 million ? 

Mr. Greene. It is approximately $245 million. 

Senator MAyBpank. You are voing to give for the record the amount 
of those in default 4 

(The information requested has been inserted in the record.) 

Mr. Fotry. We will give you a default history. It does not amount 
to much. 

Senator Maypank. I wanted the record to show your insurance 
collections which you owe. You have approximately $256 million 
in surplus and you need some of these funds for FHA to take from 
the money you have in surplus and not from the taxpayers, but to 
examine and check, to supervise the amount now owed ¢ 
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Mr. Forry. And the processing we have to do. That is where we 
assume the risk—when we process those cases initially. 

Senator Maynank. If you do not have the money to process them 
properly, you might lose money ? 

Mr. Forry. We might. 

Senator Maypank. So far you have had enough money to supervise 
them properly so there have been no losses of any consequence 

Mr. Greener. They have been very small, although there have been 
times when we were short of money for proper inspections. 

Senator Maysank. Would it be correct for me to state that a good 
many of these losses perhaps occurred from lack of proper process- 
ing when you did not have suflicient funds, those funds did not come 
from the taxpayers but they came from the surplus that you have 
from your insurance fund ? 

Mr. Greene. That is correct. 


PERSONNEL REDUCED 


Mr. Fotey. Administrative personnel in fiscal 1953, due to this and 
previous budget cuts, would be down from a fourth to a third below 
the actual employment a year and a half ago—and this despite the 
fact that the volume of insurance in force has constantly grown, and 
new programs requiring supervision and control have been added. 
I fear that the ultimate result of the House action of FHA would be 
to reduce service, curtail income, and increase risks to the final detri- 
ment of the public, the Government, and the taxpaver. 

Fifth. The House action limiting the public-housing program to 
5.000 new starts per year is tantamount to repealing title ITI of the 
Housing Act of 1949. If this seems an extreme statement, let me 
remind the committee that the 1949 act authorized up to 810,000 units, 
and contemplated that the whole program would be completed within 
a relatively few years at a rate ranging between 50,000 and 200,000 
units per year. At the rate prescribed in the House bill, the authorized 
program would require the balance of this century and much of the 
next. 

As I pointed out to this committee when the same subject was under 
consideration last year, the basic act contains a procedure for expand 
ing or restricting the program to adjust it to changing conditions. 
We have already used that procedure to reduce the program in the 
light of defense requirements. But, as we all recognize, conditions 
do change. As matters stand today, it appears that total new housing 
production in fiscal 1953 can reasonably be estimated at around 
haillion units rather than the 800,000 to 850,000 contemplated when the 
budget estimates were prepared. Certainly these facts would tend 
to support a larger rather than a smaller volume of new housing for 
low-income families. There is nothing apparent in the defense pic- 
ture today as it affects housing—either with respect to materials or 
credit policy—which would justify a smaller new construction pro 
gram than the 75,000 units contemplated in the President’s budget. 
Such an action would discriminate harshly against those very families 
whose needs are most acute. Recognizing that circumstances have 
changed and may change again, I ‘strongly urge the committee to 
strike out the inflexible limitation- -amounting to abolition of the 
program—in the House bill, and to rely on the machinery for adjust - 
ing this program set up by the Congress in the basic act itself. 
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PHA ADMINISTRATIVE EXPENSES 


Sixth. The reduction in the administrative expenses of PHA is not 
warranted even by the reduction of the level of new construction of 
low-rent housing. The PHA has a large management job to perform 
which will be larger i in 1953 than in 1952, and in addition has four 
other programs. Such a cut would require us to let go some hundreds 
of the present staff, a course that is simply imprac ticable in the light 
of the fact that more than 100,000 units now under construction will 
continue in construction most of all of next year, while the job of 
management supervision naturally grows as fast as new units are 
completed and put into occupancy. The final figure for this item 
necessarily depends on the decision of the Congress as to the new pro- 
vram to be authorized. The figure in the House bill, however, is at 
least $2 million too low even if the new construction program were to 
be eliminated entirely. 

Senator SavronstaLtLt. How many houses did you start last year / 

Mr. Fouey. In the total program of housing ? 

Senator SALTONSTALL. Yes. 

Mr. Founy. Something like 1,100,000. 

Senator SavronsTatL. New houses ¢ 

Mr. Fotry. Yes, in the whole residential field. 

Senator SavronsraLL. Under your direction ? 

Mr. Foney. No. I am speaking of the total new housing starts. 
Are you speaking of the public housing ¢ 

Senator SALronsratn. Yes. 

Mr. Ecan. For this year we were limited to 50,000 units. 

Senator SavronstaLtt. How many of those 50,000 did you start ? 

Mr. Eaan. About 49,000 are started or ready to start as of the 
moment. 

Senator SavronsraL.L. Did you start any last year which were au- 
thorized in previous years? 

Mr. Ecan. This year? 

Senator Sauvronsrauy. Yes, this fiscal year. 

Mr. Eaan. There were a few hundred units started in deferred 
projects under the old program. All the new authorizations we made 
from July 1, 1951, to June 30, 1952, will amount to 50,000. We are 
limited to 50,000, 

Senator SavronsraLy. You started about all of them ¢ 

Mr. Eoan. That is right. 


FHA BALANCE SHEET 


Senator SaAvronsraLtL. You stated to the chairman the amount of 
capital outstanding, the amount of your loan to the Government, the 
mount of your surplus that you had. T was interested to know in 
that connection what are your real-estate assets¢ If you are going 
to get a balance sheet, what have you got in mortgages outst: anding ! 

Mr. Foury. You are speaking of the FHA, I presume ? 

Senator SALYONSTALL. Yes. 

Mr. Foury. The Federal Housing Administration, where we insure 
mortgages. I do not have it but I am sure Mr. Greene can furnish 
it. 
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Senator SauronstaLt. Mortgages or actually owned real estate. 
What are your assets? If you are drawing up a balance sheet, what 
are your assets? 

Mr. Greene. Our total assets, including real estate, were 
$442,000,000 at February 29, 1952. 

(The FHA combined balance sheet was subsequently supplied, as 
follows :) 


Federal Housing Administration—Combined balance sheet as of Feb. 29, 1952 


ASSETS 
Combined 
Cash with the U. S. Treasury__---~-- $43, 712, 871. 83 


Accounts receivable: 
Premiums___—_ aed 3, 295, OSO. 30 
inner. ‘ lea as 200, 705. 56 
Total accounts receivable 3, 3, 495, 7 785. 86 
Accrued assets : 
Interest on U. S. Government securities_ 3 — 1, 699, 256. 40 


Investments: 
U. S. Government securities at amortized cost. __- ceaiebe Winks 289, 498, 142. 50 
Stock in rental, war and military housing corporations: 

Purchased, 397,459 shares, at cost 433, 260. 00 
Donated, 16S shares 


FIO > UREN a a 289, 926, 402. 5 


Mortgage notes and contracts for deed_____~_- , 493, 698. 3 
Less: Reserve for estimated future losses__— 517, 739. 


Net mortgage notes on sold properties : 29, 975, 959. 39 


Acquired security or collateral : 
Acquired property, at cost plus net expenses to date inne “Ey a 612 2. 92 
Defaulted mortgage notes , Pisa _..._.. 20, 580, 073. 40 
Defaulted title I notes : ; Jo at a Lae 47, 816, 427.32 


Total acquired security or collateral___ ae swum 196, 124. 133. 64 
Less: Reserve for estimated future losses a ieee 43, 743, 987. 00 


Net acquired security or collateral wand ws 72, 380, 126, 64 


Furniture and equipment ___--_-~- i SS at — 2, OSO, 509. 18 
Less: Reserve for depreciation___- atte ace se tne ated 1, 034, 308. 28 


Net furniture and equipment 1, 046, 205. 90 
Deferred charges__- pice ies : son 1, O32. 44 


Total assets ; sea ae tae a Sa 442, 237, 6: 0). OG 


LIABILITIES 
Accounts payable: 
United States Treasury bonds__- a ee is ; 2,919, 900. 10 
Salaries and expenses__ hrs ot 11, 864, 844. 73 
Real property and misc ella neous expenses. seeds S. 69, 435, 19 
Participation dividends payable_____-----__~_ E 2,101, 405. 18 
Interfund payables (receivables) —_ satire ace eee 


Total accounts payable___-_- ‘ a ‘i. 6, 955, DSH. BO 
Accrued liabilities: Interest on debentures ee atk 5 1, 072,868. 84 





INDEPENDENT OFFICES APPROPRIATIONS, 1953 1067 


Federal Housing Administration—Combined balance sheet as of Feb. 29, 1952 
Continued 

Trust and deposit liabilities : 
Fee deposits held for future disposition 4, 121, 590. 83 
Employees’ payroll deduction for bonds, taxes, and retire- 

ment 819, 062. 

Deposits held for mortgagors and lessees_______- 533, 631. 5: 
Earnest money on pending sales_-. 90, 116. 1: 
ae OE, I estas sa cisinseseeeebnaeh as nin pics wsins cinema 20, 937 
General fund receipts in process of deposit 
Iixcess proceeds of saleS_____~ —e ‘ 922, 363. § 


Total trust and deposit liabilities__._._..._._...__ ae 6, 507, 701. 88 
Deferred credits: 
Unearned premium income-_--. dalla 55, 869, 509. SO 
Unearned fee income 493, 444. 35 
Other 66, 181. 52 


ve 


MPR WOU CO i a a ehh ences 56,429, 135. 67 


Debenture obligations: 
Debentures issued and outstanding._____--_-______---__ _. 33, 022, 086. 23 
Debentures authorized for issue 7,351, 600. 00 
Debenture claims in process__- : 21, 677, 950. hed 
Total debenture obligations__._____..-___- k 62, 051, 636. 23 
Other liabilities: Reserve for foreclosure costs, mortgage notes__ 202, 654. 79 


Statutory reserves: 
For transfer to general reinsurance account___. 25, O70, 495. 87 


Net balances of group accounts available for contingent 
losses, expenses, and participations.__._..__.___.--_........ 89, 561, 112. 48 


Total statutory reserves__ ~~ aes 114, 631, 608. 35 


ood 


Total liabilities _..--_- ; és icumeceies 247, S51, 190. 96 


CAPITAL 


Investment of the U. S. Government: 
Allocations from the U. 8. Treasury 21, 000, 000. 00 
Appropriations for salaries and expenses_—~ ~~ 36, 164, 119. 00 
Appropriations for payment of insurance ¢ laims (net) 8, 333, 3138. 65 
Allocation from general reinsurance reserve fund of the 
mutual mortgage insurance fund ae Soe 1, 000, 000. 00 


Allocation from the insurance reserve funds: of the title I 
insurance fund and war housing insurance fund_-__----- 2, 000, 000. 00 


Total investment of the U, S. Government___- 68, 497, 432. 65 
Earned surplus (deficit(—)): 
Insurance reserve fund (cumulative earnings or deficit (—) ) 
available for future losses and related expenses___--_--_. 114, 626, 466. 24 
General reinsurance reserve fund (cumulative earnings or 
deficit(—)) available for future losses and _ related 
amnokeo 2 ee ; ee ees . 11, 262,531.11 


Total earned surplus__-_—- arco 2 ; ‘ ane 125, S88, 997. 35 


Total capital__- at ; 194, 386, + 0. 00 


Total liabilities and capital Sil aes 442, 237, 620. 9G 
1 Does not include unfilled orders amounting to $244,079.42 ($4,356.96 and $289,722.46 
operating expenses). 
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REAL ESTATE ASSETS 


Mr. Tuomeson. At June 30, 1951, the real estate acquired and on 
hand was $50,900,000. 

Senator Sauronstatt. You would have acquired that because of 
bad loans? 

Mr. Greene. That is right. 

Senator Savronstau.. To use Mr. Foley’s term, how much have 
you got outstanding? Liabilities on mortgages? 

Mr. Greene. About $1414 billion of insurance is now in force. 

Senator SarTonstaLn. So with $1414 billion outstanding habilities 
with banks taking a lot of mortgages away from you, you have only 
$50 million in bad debts. Is that right ? 

Mr. Fouey. Actually the amount of real estate on hand, if I un- 
derstand Mr. Thompson correctly, is not the cumulative figure. 

Mr. THompson. That is the total properties we have acquired and 
on hand as of June 30, 1951, but not the losses. 

Mr. Forey. It should not be contrasted with the $1414 billion of 
outstanding insurance. 

Mr. Greene. Out of some $26 billion of insurance which has been 
written by the Administration, our losses on all accounts have been 
one-quarter of 1 percent. 

Mr. Fotry. If you would like, we will furnish a table for the 
record. 

Senator Maysank. I would be glad to have you do that, because 
I understood in the $50 million in default that you resold some of it. 

Mr. Forry. Yes. 

(The table referred to appears on p. 1063.) 


FEDERAL HOUSING INSURANCE PROGRAM 


Senator Maynank. Therefore, it is not a total default. So that 
would not be fair because if you paid $50 million and sold them for 
25 million, then you only lost $25 million. 

Mr. Foury. I think it would meet Senator Saltonstall’s question 
if we were to file a table showing the loss record as against the total 
of insured risks we have assumed. 

Senator Savronsrat,. They are the mortgages generally placed 
with some bank and you would insure them to the bank? 

Mr. Fo.ry. They are all made with private capital. We insure the 
private lender. 

Senator Sautronstati. Those are your only liabilities? 

Mr. Fotry. The liability, of course, is the contingent liability of 
loss under the insurance policy. 

Senator Sartonstatu. That is your only liability? 

Mr. Fotry. Generally speaking. I suppose we have certain current 
accounts payable. 

Senator Sarronsrauy. Offsetting that liability you have $50 million 
in real estate which you might say was bad loans you have taken 
over. , 

Mr. Greener. In addition, we have the security of all of the prop- 
erties covered by the insured mortgages to offset the contingent lie- 
bility on the outstanding insurance contracts. 
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In the event of default, before FHA is required to pay the insurance 
claim, the lending institution must foreclose the property and trans- 
fer it to us so that we acquire the property. Our loss is only the 
difference between the acquisition cost and what we would receive in 
selling that property. 

Senator SALTONSTALL. So you have got approximately $256 million 
in surplus, plus $50 million in real estate, less what you may have 
sold as offsetting your liabilities of insurance on a very substantial 
sum of money, $14 billion worth of insurance. 

Mr. Forny. Offsetting the possible loss should we acquire all of 
that. we also have the value of all the properties securing the mort- 
gages, 

Senator SavronstaLu. That is your liabilities and your assets. 

Mr. Fotry. I think so; yes. 

Senator MayBank. The thing about these long statements furnished 
for the record is that we cannot understand those things. You have 
$15 billions worth of liabilities but you are insured for $25 billions 
worth. Therefore, $10 billions must have been paid up. 

Mr. Foiry. The difference between those two figures is mortgages 
have been paid off. 

Senator Maynank. Nearly half your mortgages have been paid # 

Mr. Forry. That is right. 

Senator Mayspank. You only have $50 million in debts where you 
took the property over after the banks foreclosed and you can sell 
that, so you do not owe $50 million. 

Senator Ture. In other words, they voluntarily paid in advance . 

Mr. Fory. Or they amortized out in the regular way. 

Mr. Frravarnick. There is one other asset I think would bear on the 
question you asked and that is, with respect to the $14 billion of 
insurance outstanding and where no default has yet occurred, there 

s also an asset in the value of the property securing those mortgage 
inn not yet in default, because if they went into default, those prop- 
erties would be assigned. So the $14 billion of insurance is a 
contingent liability, and against that we have contingent assets repre- 
sented ‘by all the properties that would be acquired. 

Senator Savronstan.. Theoretically it is an equity in a good 
mortgage. 

Mr. Forry. I have nearly finished my prepared statement. IT will 
continue. 

I wish also to speak in general to two other aspects of the bill. Our 
operating difficulties would be compounded by inclusion in the bill of 
seven travel limitations within administrative expense appropria- 
tions and five limitations on nonadministrative expense author- 
izations. 

Senator Maypank. Do they come from the earnings of FNMA and 
FHA? 

Mr. Fotry. In the cases where it is authorization; yes. In some 
cases they affect appropriations. 


FHA MORTGAGES 


Senator Maypank. The difference between what the taxpayer will 
have to pay and what you can take out of your earnings. You have 
authorized or insured $50 billion worth of FHA mortgages ? 
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Mr. Forey. $26 billion FHA insurance has been written. 

Senator Maypank. They have paid up $10 billion as it comes due 

Mr. Fotry. About $12 billion out of the $26 billion has been paid. 

Senator Maysank. So from a peak of $26 billion it is down to $14 
billion that has ben paid off. In all of this you have only had to use 
your insurance on $50 million worth ? 

Mr. Greenr. We have to use it on a little more than that. Some of 
the properties have been sold. $50 million represents the properties 
on hand. 

Senator Mayspank. What are they worth? 

Mr. THomrson. We have only lost a quarter of 1 percent on all 
accounts. Two one-hundredths of 1 percent on mortgage insurance 
accounts. 

Senator Maysank. How much money is that ? 

Mr. THomrson. A little over $5 million on mortgage insurance 
accounts. 

Senator Maypank. Five million dollars on $26 billion worth of 
insurance. You still have outstanding $12 million being paid up on 
monthly installments. 

Mr. Foitny. Yes; we ask that in every case you strike out the 
travel limitations and permit this item to find the reasonable level 
within the various budget figures the Congress finally approves. A 
flat across-the-board cut of all travel bears no rel: itionship to the need 
for special investigations in the field, on-the-site inspections, project 
auditing, and field work needed to protect loans already made or to 
safegu: ard against unwise commitments for the future. Each travel 
estimate should stand on its own merits and not be reduced according 
to a rough formula basis. 


OTHER BUDGET LIMITATIONS 


Two of the five limitations on nonadministrative expenses have 
already been discussed. We likewise request removal of the other 
three: Those on inspection and audit expenses in the college housing 
and slum-clearance programs; nonadministrative expenses of the 
Federal National Mortgage Association, and project management and 
other operating expenses of the Public Housing Administration. 
These business-type operations need flexibility which is destroyed by 
expense limitations. It can be documented that where the Congress 
has allowed flexibility in such expenses good results have been ob- 
tained and the freedom has not been abused. 

As I said in the beginning, time will not permit me to go into all 
of the items in this statement, important as they are. I do want 
in closing to say something about the so-called Jensen amendment. 
1 am sure that many other and larger agencies would be affected as 
seriously and perhaps even more so by the amendment as it appears 
in the House bill. Therefore, rather than taking your time with a 
detailed statement of its effects on the Housing Age oncy, let me simply 
say that as one agency head in the executive branch, I fully endorse 
the comments on this subject contained in the letter from the Director 
of the Bureau of the Budget to the chairman of your committee on 
April 25, 1952. I very much hope your committee will see fit to 
delete it from the bill, and I am quite sure you would be right in 


doing so, 
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Mr. Chairman and Senators, I am sorry that it has been necessary 
for me to paint rather a gloomy picture in these remarks. However, 
your committee can act only if it has the necessary facts before it. 
It would be no service to you for me to describe the effects of the House 
bill in more cheerful terms than the facts warrant. It is certainly 
the prerogative of the Congress to bring about all of the results I have 
described if it elects to do so. I believe it to be my responsibility as 
Administrator to point out the necessary implications of the actions 
taken in the House bill, so that there may be no misunderstanding of 
their probable results and no illusions as to whether they represent 
merely economies in the Government’s budget for 1953, with no other 
substantial effects. 


ADDITIONAL STATEMENTS ON HOUSING PROGRAM 


In conclusion, Mr. Chairman, I request permission to insert in the 
record at this point more detailed statements on several of the points 
I have tried to stress. It is not our wish to take your time with hear- 
ings more than necessary. Thank you for the opportunity of making 
this opening statement. 

(The statements referred to are as follows :) 


SALARIES AND EXPENSES, OFFICE OF THE ADMINISTRATOR 


This item—the appropriation primarily supporting the Office of the Admin- 
istrator—was reduced 26 percent by the House committee and 42 percent in 
the House bill, as follows: 


Percent cut 


Amount from budaet 


Budget request ; : ; ; $6, 250, 000 
House committee report eens ; 4, 606, 000 26 
House action on bill. 3, 606, 000 42 


This appropriation provides the entire financial support for administration 
of the following activities: 


1. Programing of defense housing and community facilities 
Slum clearance and urban redevelopment 

Housing research 

Housing loans to educational institutions 

Alaska housing 

G. First and second advance planning programs 

. Supervision and coordination of the agency 


. 


> Ott Co te 


-1 


A brief sketch of the seven programs under this estimate will show their 
nature and how they would be affected if the requested amendment is not 
vranted. 

l. Programing of defense housing and community facilities —Public Law 139 
places upon the Office of the Administrator the responsibility for programing 
critical defense-housing areas to determine how much private and public housing 
and defense community facilities are needed, and of what types, to meet defense 
or military in-migration. 

Out of 170 critical areas already declared, some 150 areas have been pro- 
sramed to date. It is estimated that in fiscal 1958 it will be necessary to 
program an additional 150 to 170 critical areas, plus the task of reprograming 
in many areas where substantial changes have taken place. The workload 
apparently will be lighter than originally estimated in the President’s budget 
because of the defense stretch-out, but under the House action this defense 
work would have to be further and substantially curtailed. 

95711—52——-68 
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2. Slum clearance and urban redevelopment.—Under title I of the Housing 
Act of 1949 the Federal Government is assisting localities (large and small) 
in 34 States, the District of Columbia, and Hawaii, Puerto Rico, and the Virgin 
Islands to redevelop slum areas in accordance with over-all local plans for sound 
community growth. 

As of April 30, some 156 localities under approved local programs were engaged 
in various phases of title I operations—preliminary planning, final planning, and 
project development. Contracts for Federal assistance have been executed with 
141 of the 156 localities. Workload will increase during fiscal 1953 as localities 
with approved programs push ahead under their contracts and allocations, and 
advance their programs from preliminary planning to final planning, and from 
the latter stage to project land acquisition, site clearance, relocation of displaced 
families, and land disposition. 

As of April 30, some 84 additional localities had obtained reservations of 
title I capital grant funds, thus signifying their intention to seek approval for 
® local program in the near future. Workload will also increase during fiscal 
1953 as these localities apply for Federal assistance for preliminary and final 
planning, as the following figures show : 


| Figures are cumulative] 


j ts Sh } 
| Actual, Apr. | Estimated, | Estimated, 
| 


Unit 30, 1952 | June 30, 1952 | June 30, 1953 
| } 


Local programs approved Localities ...-_| 156 | 174 | 220 


Final planning advances. , Projects __....| 65 85 | 200 
Project development ----- do at 11 | 30 | 120 


Under the House action this work would have to be drastically cut back. New 
contracts could not be entered into; the work would have to be limited to ap- 
proximately 150 localities with programs already approved and under contract. 

3. Housing research.—The Housing Act of 1949 authorized a housing research 
program which would utilize and assist the combined technical resources of pri- 
vate industry, universities, research foundations, and interested Government 
agencies in resolving some of the major problems hindering the housing industry 
and the Government’s several housing programs. At the beginning of fiscal 1953 
some 68 housing research projects initiated under this program will be in either 
an uncompleted or unpublished stage, representing an investment of over 
$1,500,000. 

This work has been done by both the staff of the Division of Housing Research 
and some 389 public and private institutions or organizations under contract. 
Generally, after a contract job is completed, the Washington staff has consider- 
able work to do by way of staff analysis, combining with the results of other 
projects, and preparation for publication. The types of research projects in- 
clude work on properties of building materials, structural economies and stand- 
ards, development and testing of equipment, dwelling design, construction meth- 
ods, site or land planning, urban planning, organization and operation of the home- 
building industry, construction labor, housing market analysis, housing finance 
and regulations. 

If the House action is not modified, the remaining uncompleted projects will 
have to be terminated and only a small portion of the research can be worked 
into publications and disseminated for practical use. Thus a major portion 
of the first 2 years’ investment will be wasted. 

4. College housing.—The Housing Act of 1950 authorized long-term loans to 
assist colleges and universities to provide student and faculty housing. To date, 
18 loans totaling $17 million have been made to institutions in 16 States with 
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housing or dormitory needs connected with the defense program. A summary 
of applications indicates a substantial workload for fiscal 1953: 


Number Amount ! Units 
‘Total applications 78 69. 4 20, 398 
Approved IS 17.3 5, 204 
Deferred 21 11.9 3, 550 
In process 39 40.2 11, 644 
Further applications known to be in preparation 65 | 2 (2) 


1 In millions of dollars. 
2 Not available 


Under the House action, no new applications could be approved: the staff 
appropriated would be sufficient only to continue work on commitments already 
made. 

5. Alaska housing.—The Congress in the Alaska Housing Act (Publie Law 52, 
SIst Cong.) authorized loans to assist private housing development in Ajaska, 
now a major defense area. With a revolving fund of $13,875,000, some 1,400 
units have already been produced for occupancy under the act, und 2,800 units 
started. The program is quite active with nearly $3.5 million commitments being 
made in the quarter ended March 51, 1952. The Third Supplemental Appropria- 
tion Act, 1952, has increased the revolving fund to $15 million, thus clearing the 
way for enlarged commitments. Under reduced appropriation this program 
would be impeded. Little more could be done with reduced staff than to complete 
present cominitinents and service old loans. 

6G. Advances for public-works planning.—The Congress enacted in 1944 and 
149 two programs to encourage local governments to plan non-Federal public- 
works projects. The advances were to be repaid when and if the projects were 
ever put into construction. 

No new commitments have been made under these two programs since June 30, 
1947, and October 13, 1951, respectively, but there are still some $40 million out- 
standing advances which are owed by local governments throughout the country 
on some 4,000 projects. 

Local governments are now going ahead with construction on projects: there- 
fore, advances are maturing. Collections are running currently at about $4 
million per year. The Office of the Administrator is charged with the responsi- 
bility of following up on collections and of recovering this money if recoverable 
under the terms of the two laws. Under the House action all positive action 
to maximize revenues would have to be stopped with considerable potential loss 
to the Federal Government. 

7. Program coordination and supervision.—This function includes (a) agency 
representation in all kinds of interagency and other relationships within the 
Federal structure (with the Bureau of the Budget, the GAO, the Civil Service 
Commission, various defense agencies, the Veterans’ Administration, Depart- 
ment of Agriculture, AEC, ete.); (b) centralized agency activities, such as 
\gency-wide reports and statistics, technical assistance abroad, racial relations, 
legislative drafting and reports, inquiries which are Agency-wide, ete.; (¢) 
coordination of programs (typically at present the publie and private defense 
housing programs); and (@) supervision of programs for which the Adminis- 
trator has responsibility but which have been delegated to constituents in the 
Agency. 

Although the name “Office of the Administrator” may suggest that all work 
of this Office is confined to over-all Agency supervision and coordination, it 
should again be emphasized that only about one-eighth of the staff work on 
this function and the remainder on the several operating programs described 
above. 


ADMINISTRATIVE EXPENSES—LOANS FOR PREFABRICATED HOUSING 


The House bill reduced this item by $43,000—from $268,000 to $225,000, or 
1G percent. It is requested that the amount requested be restored in full. This 
is a relatively small but important authorization, because the Federal Govern 
ment’s interest in some $32 million loans outstanding to manufacturers of prefab 
houses must be protected. 
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It is well known that this is a risky business, and one in which the Federal 
Government has already had losses. The original program, taken over by trans- 
fer from the Reconstruction Finance Corporation, totals at present 30 loans in 
the amount of about $29 million. In addition, there is a new loan program 
authorized, up to $15 million by title V in Public Law 189 (Defense Housing and 
Community Facilities and Services Act of 1951). Five loans in the amount of 
$3 million have been approved to date (April 29, 1952) under this new program 
as follows: 


Number Amount 


| 
j 
| 
| 


Applications received under new program... : Sinan nati 18 $22, 141, 350 
a ae : aia : = 5 3, 095, 000 
Under examination 5 ‘ eines : ll 7, O11, 550 
Rejected ___. ie as . a den a 1 12, 000, 000 


Withdrawn ; ; ; 1 35, 000 


Loans are currently made at the rate of 5 percent, comparable to private lending 
rates. Annual interest earned is over $1 million. Interest on one of the larger 
loans is greater than the toial administrative expense budget requested. 

Restoration of the $43,000, which the House bill cut, is urgently needed. The 
original estimate was very tight. Operating expenses in fiscal 1952 are running 
higher than the House bill figure, and the new loan program will result in 
increased workload in fiscal 1955. These loans are not the type which can be 
put on the books and normally serviced. They are often loans secured by inven- 
tories of raw materials or finished products, by mortgages on prefabricated hous- 
ing in process of erection, or other fluid collateral. The portfolio therefore re- 
quires constant attention. Collateral is substituted frequently with a heavy 
workload in legal and financial review and in maintenance of financial records, 
These corporations are scattered from Georgia to California, and when applica- 
tions are under review, or difficulties develop, or new servicing arrangements 
must be made, considerable travel is required. 

A partial loss or even one loan could easily be 10 to 20 times the amount of the 
House bill cut. Should losses occur, little weight would probably be given to the 
plea that inaedquate funds were appropriated to protect the Government's finan- 
cial interest : yet that may very well be the case in fiscal 1953 if the budget request 
is bot approved in full, One loan in serious difficulty, or a decline in demand for 
prefab houses because of a marked change in the defense mobilization program 
or general ecohomic conditions, would greatly increase the workload on the 
portfolio if the Government’s financial interests are to be properly protected. 


TRAVEL LIMITATIONS 


The operating efficiency of the Housing and Home Finance Agency would be 
seriously hampered if the seven travel limitations in the House bill were enacted 
into law. There are some sound reasons why the agency’s travel should not be 
under limitation. 

(1) The business of the agency by its very nature requires considerable travel 
because it is closely tied to local projects, local governments, local housing 
authorities, and individual local institutions. Loans, commitments, contracts, 
mortgage insurance, insurance of building and loan deposits, etc.—all necessi- 
tates negotiations, inspections, periodic examinations, and audits on the spot, 
all over the United States. 

The Office of the Administrator, for example, has loan contracts for college 
housing with 18 institutions, research contracts with 39 institutions or organiza- 
tions, and its slum clearance and urban redevelopment program involves com- 
mitments with 240 local governments located in some 34 States and 3 Territories. 
In addition, programing operations are in process in scores of the 170 critical 
defense housing areas to determine how much and what types of defense housing 
and community facilities are required. The OA has only eight regional offices 
to cover the entire United States, Alaska, and Puerto Rico; this saves personnel 
but increases the area of travel. 

The FNMA similarly has only six regional offices but deals with 1400 mortgage 
lending institutions throughout the country. The Home Loan Bank system has 
over 8,900 members and the Insurance Corporation has insured about 3,000 build- 
ing and loan associations. New applicant institutions to be examined may re- 
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quire travel anywhere in the United States. The FHA is engaged in issuing 
mortgages in every nonfarm area in the country and has developed as highly a 
decentralized organization as practicable, but there cannot be an FHA office in 
every city. Travel is necessary. The Public Housing Administration in turn 
has low rent housing projects in the planning, development or completed stage 
in over 500 localities throughout the country. 

All these contacts are cited to show that the work of the agency is not con- 
centrated in Washington but rather is scattered throughout the whole United 
States; why about 70 percent of the agency personnel is located in field offices ; 
and why travel is essential to the normal conduct of business. 

(2) Travel limitations make for operating inflexibility in a corporate type of 
business, where flexibility is absolutely essential for good management. Loans 
to prefabricated housing furnish a good example of a business-type lending opera- 
tion where a travel limitation is a strait-jacket for management. Loans of this 
type are risky. Failure to carry out on-the-spot inspections in order to acquire 
specific knowledge may result in bad judgments which could cost the Federal 
Government serious losses. A loss on one loan of $4 to $5 million could wipe 
out any savings under a travel limitation which might possibly be made over 
20 to 50 years. The same is true in principle of several other restricted business- 
type activities. If the Government is to engage in this type of program, it should 
go about the management task in a businesslike way. 

(3) Two other general reasons might be added: (@) Whatever reduction the 
Congress makes in the over-all budgetary request of any agency will in itself 
operate to reduce travel, but leave to administrative control the determination of 
whether travel or some other expense should take priority: (>) travel limitations 
are expensive to administer because they require centralization of travel authori- 
zation powers rather than decentralization, and extra bookkeeping and paper 
work. 

In conelusion, it is requested that the travel limitation in each case be removed. 
Travel has heretofore not been limited, and it is submitted that the business and 
corporate activities of the Housing and Home Finance Agency are such that it 
should not be subject to a flat one-third across-the-board formula. Each agency 
and each travel estimate should stand on its own merit. 


LIMITATIONS ON NONADMINISTRATIVE EXPENSES 


Congress declares certain types of expenses to be nonadministrative primarily 
for the purpose of freeing them from an annual dollar limitation, in recognition 
of the fact that the expenses involved cannot realistically be predicted and limited 
from year to year. The House bill imposes five limitations on nonadministrative 
expenses within the Housing and Home Finance Agency (thus effectively defeat- 
ing the intent of Congress in making those items nonadministrative) : 

1. Office of the Administrator—college housing and slum clearance project 
inspection and audit expenses. 

2. Federal National Mortgage Association—nonadministrative expenses. 

> Home Loan Bank Board—Examining Division—nonadministrative expenses. 

4. Federal Housing Administration—nonadministrative expenses, 

5. Public Housing Administration—nonadministrative expenses. 

The Congress has frequently emphasized its desire to have these functions 
conducted along lines generally following the practices of private business. No 
private business could operate successfully under rigid annual limitations on 
expenses Such as those involved here. 

This is a very serious matter for an agency with a substantial part of its 
business closely akin to private corporate business. It is to be noted that all 
except the first limitation apply to corporate programs included under title IIT 
of H. R. 7072, which operate under business-type budgets and which are under 
controls contained in the Government Corporation Control Act. Even the first 
limitation is upon a business-type operation financed from fees collected and not 
from general tax funds. 

This work of the Agency differs in many respects from regular Government 
activities. Sound reasons exist why limitations on nonadministrative expenses 
are ill-advised and why all five of the above should be stricken from the bill: 

1. In some types of nonadministrative expenses no Federal funds, as such, are 
involved, and no economy for the taxpayer is possible. 

An excellent example of this type is the nonadministrative expenses of the 
Home Loan Bank Board Examining Division, which are paid entirely from fees 
charged the institutions examined. The fees are set on a break-even basis. 
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Thus, the fees collected are only sufficient to cover the cost of examinations 
actually made; if no examination is made, no cost is incurred and no fee collected. 
It follows that a reduction in this item can effect no real saving. The project 
audit and inspection expenses of OA in connection with college housing and slum 
clearance projects are similarly no charge upon appropriated funds, since the 
expenses involved are exactly compensated by fees collected from the borrower 
or the local public agency involved. 

2. In some cases a dollar limitation is inherently unworkable, because the 
inajor expenses involved are not controllable by the Agency. 

A good example is the project management and other operating expenses of 
the Public Housing Administration. The largest expense items are: 


(a) Real-estate taxes (or payments in lieu of taxes) 
(b) Utility rates (water, electricity, etc.) 

(c) Management and operating staff 

(d@) Maintenance and repairs 


The Public Housing Administration can and does estimate the first two types 
of expenses for several hundred thousand housing units under project manage- 
ment, and includes the estimate in the budget. But it cannot control such 
expenses. If water rates or taxes go up they have to be paid regardless of the 
estimate. On the other hand, the second two types can be controlled. There- 
fore the net result of a limitation is to throw the burden of savings on the two 
latter types: operating personnel and maintenance. A reduction of management 
and operating staff may very often result in poor management and loss of rental 
income. Excessive cuts in maintenance and repairs result in deterioration in 
the property far more expensive in the long run than the immediate savings. 
Since the PHA can hardly default on tax payments, shut off water and electricity, 
or fail to collect the rents, there would be no real choice in case of difficulty 
but to submit a supplemental estimate for congressional action—which is neces- 
sari'y a time-consuming and expensive operation both for the Agency and the 
Congress. 

‘The nonadministrative expenses of FNMA, especially legal fees, belong in 
this same category of noncontrollable expenses, since they relate largely to the 
number of defaults and foreclosures which may occur in connection with FNMA’s 
portiolio of more than a quarter of a million mortgages. It is obvious that the 
number of foreciosures in some future year cannot be accurately forecast. 

3. In some @asvs there is an attempt to apply limitations to expenses which 
properly ought to be permitted to thuctuate with workload, where the workload 
is of the type that cannot be accurately predicted in advance. 

The nonadministrative expenses of the FHA constitute the clearest example 
of this type. FHA worked for several years under a limitation, The result 
was lack of flexibility in adjusting the organization in the field, which in turn 
resulted in serious backlogs and long-delayed actions, and a great deal of industry 
and publie discontent—particularly the feeling that substantial fees were paid 
for services not received. The Congress after extensive study took the limitation 
off in Public Law 387, approved October 25, 1949, which authorized (in place 
of an inflexible dollar limitation) the spending of up to 35 percent of the previous 
year’s income, depending on the volume of activity. 

The results were highly satisfactory. Backlogs were removed, work has put 
on a current basis, and industry discontent disappeared. The flexibility allowed 
was not abused. At no time did FHA spend the maximum which the formula 
would have permitted, but it spent enough to do the job. 

If a limitation is again applied to FHA, all the difficulties will reappear. It 
is basic that the volume of FHA business depends upon the number of applicants 
who come in for insurance. FHA cannot control this workload, and with chang 
ing economic conditions or defense goals the workload is impossible to estimate 
with certainty. <A limitation Cisregards these besic fac’s am! seeks to imose 
rigidity where good management requires flexibility. 

Funcamentally the above considerations were those which led the Congress 
to initiate the business-type budget and to enact the Government Corporation 
Control Act of 1950. The philosophy behind the legislation was to give Govern 
ment corporations freedom of operation comparable to private business. This 
is not to take the view that any Government agency (corporate or otherwise ) 
should have authority to spend money free froin congressional control. But 
the Congress has at its disposal the procedures and controls which it enacted 
in the above legislation, which controls are adequate and far more workable 
than ceiling limitations. The imposition now of nonadministrative expense and 
travel limitations goes directly against the basic philosophy of this corporation. 
control legislation. 
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SUPERVISION AND COORDINATION 


Mr. Fotry. I have two other questions to take up. One of them 
is the impression that appeared to have prevailed in some minds in 
the debate on the House floor that substantially all the Office of Ad- 
ministrator has to do is supervision and coordination work. I think 
this committee understands, and this statement has dealt with, the 
very wide scope and large activities directly in the Office of the Ad- 
ministrator. But it is interesting to note that the supervision and co- 
ordination job, which was one of the basic reasons for the establish- 
ment of the integrated Housing Agency, has been carried on through 
this expanding list of activities voted by the Congress, or given us by 
Executive order with substantially no increase over the years in the 
nianpower devoted to supervision and coordination. 

As I recall, and we have the figures here, in 1947, when the Agency 
was created and I took over as its Administrator, there remained 
after separation from the office of the Expediter about 225 employees 
whose jobs were almost entirely supervision and coordination of the 
three constituent agencies plus a responsibility on war housing. Since 
that time all these m: inv activities IT have listed here have ‘Deen en- 
acted, placed in the Agency with a broadening base constantly of the 
necessity to supervise and coordinate the old and new activities. Yet 
as of now I think the record indicates that about 100 man-years are 
being devoted to supervision and coordination. 


JENSEN AND FERGUSON AMENDMENTS 


Senator Savronsraue. T think we all respect your ability as an 


Administrator. 

You were talking to the Jensen amendment and the Thomas amend 
ment. We got those in every agency that comes over here. The con- 
ference that finally adopted the independent offices bill last year 
put on an amendment which has been ema n other Senate bills 
this year, and we are calling it the Ferguson amendment. If you 
had to have one of those amendments, you would prefer the act that 
became law last year and which now would be called the Ferguson 
amendment to the Jensen amendment in the House ¢ 

Mr. Fouey. I think that would be preferable, ves. 

Senator Savronsraue. You would prefer to have nothing, but you 
would prefer the Ferguson amendment if vou had to have one? 

Mr. Franz. The Ferguson amendment applies to 10 percent of 
the President’s budget estimates. We are so far below 90 percent 
in the House bill we cannot even see that ceiling. 

Senator SanronstaLL. On the Thomas amendment you would hope 
that it would he eliminated ¢ 

Mr. Frantz. That is the amendment with respect to leave ? 

Senator Sarronsraun. Yes. 

Mr. Frantz. Yes, we would indeed. 

Senator SarronsraLy. In other words, you would like to have the 
Senate committee eliminate the Thomas amendment and if we had 
to do anything, you would prefer the so-called Ferguson amendment 
to the Jensen amendment / 

Mr. Frantz. That is correct. We have not discussed those at 
length because our problems are not greatly different than many other 
agencies. Certainly we would feel th: it way, Senator. 
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Senator Sarronstatu. Mr. Foley, you started off your statement by 
saying that you are asking for 20 ‘amendments. IT counted them up 
and they make up 20, I think. 

Mr. Franrz. ‘Twenty-five on this sheet, plus two language amend- 
ments that do not appear here. 

Senator SaLtTonsTaLL. You are asking for 27 amendments? 

Mr. Franz. Yes, sir. 


ADMINISTRATIVE EXPENSES 


Senator SavronsraLu. On those there are only two that concern 
the number of houses. I am more interested in the number than the 
elimination of the limitation. You have got the item raising the 
figure in the House bill to $11,420,000 and then down below “Admin- 
istrative expense,” raising from $10,455,000 to $15,033,000, It would 
be a question of how many houses are built this year, whether it is 
5.000 or 75.000. Is that right 2 

Mr. Franvz. That would be affected by that decision, yes sir. 

Senator Sauronsratu. Going back to the top of the page, the House 
cut you down to $3,600,000. “You want to get back to $5,700,000. 
That is a question of administering your mortgages and all your other 
affairs; is that right? 

Mr. Frantz. Senator, that item covers the general supervision of 
the agency, plus about 10 operating programs for which responsi- 
bility is vested directly in the Office of the Administrator. That in- 
cludes the slum-clearance program, the research program, the college 
housing loan program, the prefabricated loan program, the Alaska 
housing program, and two advance planning programs. 

Senator SarronsTaLL. That is all administrative expense / 

Mr. Frantz. Yes, for all of those various activities. 

Senator SarronstaLtyt. The House committee allowed you $4,606,- 
000 to get along on. 

Mr. Fotry. We believe we could not get along for that. We have 
recommended $5,700,000. 

Senator Savronstaus. In other words, your budget request was 
$6,250,000, You would like $5,700,000, The House committee cut 
you to $4,606,000. The House floor cut you to $3,606,000, 

Mr. Forry. That is right. 

Senator SavronstaLn. So you would like to have $5,700,000? 

Mr. Fotry. That is right. 

Senator Savronsratn. You could not get along on less than 
$4,600,000 2 

Mr. Fotey. I think what you have in this statement from me is ex- 
tremely applicable to the situation we would be in—$4,606,000 would 
be less than we have for this year. 


DEFENSE COMMUNITY FACILITIES 


Senator SavronsraLL. Your next appeal was on construction, ad- 
ministration of defense community facilities. You want $225,000 
which the House cut out. 

Mr. Franrz. That money has already been appropri: — That was 
appropriated in the supplemental under Public Law 139. This is a 
request to use a portion of that money for the ain expenses 
of the activity, which we cannot do without authorization. 
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Senator SALronstTaLL. You would need the language to use some of 
that money for defense housing ¢ 


Mr. Frantz. That is correct—for defense community facilities. 
ANNUAL CONTRIBUTIONS 


Senator SavronsraLt. Your next item shows you asking for $36 
million where the House gave you $29,000,880, As I read your article 
and listen, to Mr. Foley, that is really money that is owed; is that 
correct ? 

Mr. Frantz. That is correct. Those are annual contribution pay- 
ments entirely for projects which have alre: se been built. That is not 
affected at all by new starts this year. 

Senator Sauronstatn. If we do not give you what you estimate as 
$36 million to be needed, the Housing Agency will default on some of 
the contracts it has? 

Mr. Franrz. We will be forced to come back to the Congress for a 
supplemental. 

Senator SaLronsTautuL. That is like a pension or something of that 
kind. It is an obligation from prior acts that we have no alternative 
in, like interest on the public debt. 

Mr. Franrz. That is correct. 


FNMA ADMINISTRATIVE EXPENSES 


Senator Savronsratn. The next item under title IIT, the adminis- 
trative expenses, shows that you want $4,140,000 where the House gave 
you $3,371,000. Why do you need th: at money ? 

Mr. Forry. We are now talking about the Federal National Mort- 
gage Association ? 

Senator Sauronstatt. Yes. Why do you need that additional 
money for administrative purposes / 

Mr. Fotey. That was the point I discussed in my statement—just 
on the basis that we could not operate on the amount that the House 
sets forth for us to operate on, and do an efficient operation. 

Mr. Franz. I would like to point out that the actual going rate 
of the organization today is larger than the House figure. So in the 
face of a greatly increasing portfolio this figure would require a 
reduction in the existing staff, where a small increase in staff should 
be permitted. 

Senator Savronsratt. You have taken on more mortgages over 
the years and therefore your administrative duties have increased 
rather than decreased ¢ 

Mr. Frantz. That is correct. 

Mr. Foury. That is in the face of the fact that we reduced the operat- 
ing expense by $2 million when it came over to us. 

Senator Maybank. That comes out of the money that you take in 
from your interest income. 


PREFABRICATED HOUSING 


Senator Satronstaty. The next item is the prefabricated expense. 
You have the House action taking $225,000 out of your own funds. 
Apparently you are asking for an appropriation of $260,000, 
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Mr. Franvrz. I think that is a typographical error in the table. 
None of that is appropriated funds. 

Senator SaLtronstanL. Then there should be brackets around the 
S260.000 2 

Mr. Frantz. The brackets should be eliminated in the other columns 
but they are not appropriated funds. They are part of the working 

capital of the lending program. 

Senator Maynank. There have been no losses in prefabs since we 
transferred that to you from the RFC where they had a big loss out 
in Ohio? 

Mr. Fortry. There have been no losses in loans initiated under our 
management. There have been losses on loans which we took over. 

Senator Maysank. That is what I said. We know about the Ohio 
situation. 

Senator Sarronstraty. Has the prefab business been increasing? 

Mr. Fotry. Yes; particularly under the $15 million authorization 
of last November or October in Public Law 129. We are now making 
loans under that special authorization. There will be $15 million 
of authorization which will probably have been committed in large 
part. 

Senator Maynank. Where are those prefab houses going? 

Mr. Fotry. The prefab houses produced with loans we make, you 
mean ¢ 

Senator Maynank. No; where are they selling? 

Mr. Fotey. Quite generally throughout the country. The industry 
is pretty well distributed now. 

Senator MaysBank. In all sections? 


Mr. Fotey. That is right. Apropos of that, there is a particular 
importance which attaches to the travel limitation there. You will 
note that the House would limit us to $6,000 for travel to protect the 
total of that operation which is scattered threughout the country, and 
in particular in regard to risky loans which are difticult to administer. 


HOME LOAN BANK BOARD 


Senator Sauronsraty. The next item, $779,000, is on the Home 
Loan Bank Board where the House gave you $725,000. What about 
that? 

Mr. Forry. I will ask Chairman Divers to speak to that. 

Mr. Divers. I would like to say in the first place none of our funds 
come out of the Treasury. All of our funds come from the banks 
and the savings and loan associations that we examine and supervise. 

Senator Maysank. How much money do you owe the Treasury ? 

Mr. Divers. The Federal Home Loan Bank System has paid back 
all of the capital stock that was originally put up, with dividends. 

Senator Maynank. What about the interest ? 

Mr. Divers. We pay dividends instead of interest. 

Senator Maynank. The Banking Committee made some agencies 
that had not paid dividends pay interest. That was in connection 
with FDIC, 

Mr. Divers. The act under which the bank system operates requires 
that the Government be paid the same dividends that the member 
institutions were paid. 
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Senator Maypank. So this is money out of your member 
institutions ¢ 

Mr. Divers. Yes; our responsibilities in terms of the assets of the 
institutions that we examine are going up at the rate of about $2 
Lillion a year, and at the same time our staff has been reduced sub- 
stantially over the course of the last few years and our dollar expenci- 
tures for the Board now are only about what they were 7 years ago. 
So we believe this would interfere with the examination and the super- 
vision of these institutions. We believe we would not be able to 
examine these institutions and give them the supervision they should 
have in order to protect the interest of the public and also the Gov- 
ernment. 

Senator Maybank. Without objection, I will place in the record 
the statement you have here that you would like to make, because I 
do not think it is necessary to make that statement as long as you answer 
the question Senator Saltonstall asked. 

(The statement referred to follows :) 


STATEMENT OF Mr. WILLTAM K, DIVERS, CHAIRMAN, Home LOAN BANK BoarpD 


Mr. Chairman and gentlemen of the committee, we appreciate and thank you 
for affording us the opportnnity of appearing before you to request restoration 
ef House cuts. The committee has already been furnished with justifications 
of the 19538 budget programs for the Home Loan Bank Board, Examining Divi- 
sion, and Federal Savings and Loan Insurance Corporation, as presented to the 
Appropriations Committee of the House. 

There is one general observation we wish to make at the beginning which 
applies to the five amendments which we are asking your committee to make 
in the House bill. In the considered judgment of the Home Loan Bank Board 
the cuts made by the House below our estimates will not save money for the 
Government, but actually may cost it money. This arises because the funds 
we are proposing to spend are spent primarily for the examination and super- 
vision of federally chartered home-loan banks, Federal savings and loan associa- 
tions, and State-chartered savings and loan associations insured by the Federal 
Savings and Loan Insurance Corporation. The cost of such activities is paid 
by the savings and loan industry. The money does not come from the United 
States Treasury. It does not affect the Federal tax rate in any way. Insufficient 
examinations and inadequate supervision will result in loose-1 inagement prac- 
tices in some institutions, and eventually may lead to substantial adverse effects 
on the private savings in these institutions, and even on the Public Treasury, 
since the accounts are insured up to $10,000 each by the Federal Savings and 
Loan Insurance Corporation. 

We have cooperated with the House Appropriations Committee in past years 
io the extent that our dollar expenses for the Home Loan Bank Board are less 
than they were 7 years ago—a unique record for a Federal agency. However, 
this year we believe the House cuts jeopardize the fulfillment of the examination 
and supervisory activities which are necessary to the soundness of the financial 
institutions under our supervision. We cannot sit quietly by under the circum- 
stances. We strongly urge the restoration of the funds cut by the House. 

As you know, the House bill (H. R. 7072) recommends reduction of the estimates 
for the Home Loan Bank Board by $54,000, or 7 percent; Examining Division 
hy $111,000, or 6.3 percent: and the Federal Savings and Loan Insurance Cor- 
poration by $18,000, or 4.1 percent. As part of these reductions, the travel 
estimates for both the Board and the Insurance Corporation are reduced by 
one-third and a limitation imposed in each case. 

We have already submitted, in line with your instructions, a justification of 
each amendment to the bill which we are requesting you to favorably consider. 

We are in sympathy with what we consider are the aims and purposes under- 
lying the House action. However, in its application to the Home Loan Bank 
Board, Examining Division, and Federal Savings and Loan Insurance Corpora- 
tion, the House action, if sustained, would restrict very seriously the normal 
examination and supervisory operations of the organizations under the Board. 
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Such restrictions would serve no useful purpose. We feel that if the House 
had realized the effect its action would have on the operations of the Board and 
its constituent organizations, it would have approved our estimates as submitted. 

At first glance, the cuts—in terms of dollars—seem very minor; actually, they 
would compel reductions of personnel from staffs already reduced to the minimum 
required to handle the current work of the respective organizations efficiently 
and economically, 

We would like to point up, very briefly, two reasons why we feel the Senate 
should restore the cuts. First, the funds involved do not come from the United 
States Treasury. They are derived from private sources; therefore, the savings, 
if any, resulting from the House cuts would not accure to the United States 
Treasury. Second, because of the economy procedures constantly followed by 
the Board in all of its operations, the estimates as submitted to the House do not 
provide any area wherein adjustments could be safely made. Any downward 
adjustments in the respective amounts requested would impair the normal op 
erations of the organizations involved, 

In order to emphasize the conservativeness of the estimates, we would like to 
elaborate a little on reason No, 2. The 1953 estimates were prepared in ac- 
cordance With instructions issued by the Board to all department heads that 
budget estimates of the respective departments must remain within the esti 
mated costs for the current fiscal year. Thus, the estimates for the Board and 
Insurance Corporation provide for no increase in either personnel or dollars over 
that for the current fiscal year, although the cost of statutory within-grade ad- 
vances for 1953 has to be met in all cases, as we'l as a steadily increasing work- 
load. 


HOME LOAN BANK BOARD 


A further gage of the tightness of the estimates as presented to Congress may 
be found in the fact that the Board has reduced the number of its employees from 
176 in 1945 to 125 requested for 1953, a decrease of 51 employees, although the 
workload has increased progressively each year during that period. Of this 
decrease in employees, 17 occurred since 1950, just 2 years ago. The House cut 
would require us to reduce our present staff of 125 employees, based on an 
average salary rate, by an additional 9 employees. It is not possible to properly 
carry out the responsibilities of the Board with such a reduction in staff. 

The effect of the cut in the travel estimates of the Board—after mandatory 
travel requirements are provided for—is to allow the Board only $900 for the 
whole year to carry out its supervisory responsibilities in the field. This amount 
is about 10 percent of the amount necessary to enable the Board and its staff 
units to keep in touch with the industry. 


EXAMINING DIVISION 


In connection with the Examining Division, it is of interest to note that Public 
Law 895, Eightieth Congress, approved July 8, 1948, made all expenses in con- 
nection with the examination of insured institutions nonadministrative. The 
passage of this law permitted the carrying of a full staff of examiners necessary 
to keep examinations in a current status. Notwithstanding this law, the House 
saw fit to reduce the estimate of the Division by $111,000 and, at the same time, 
impose a limitation on the amount of expenses it may incur, although the funds 
for defraying all expenses of the Division do not in any way affect Federal 
tax rates, as they are collected as fees from the institutions examined. 

It is important to point out that the action of the House in reducing the 
estimate by $111,000 should not be interpreted as meaning that there would be 
a savings to the United States ‘l'reasury of $111,000. There would be no savings 
of funds as far as the Board or the United States Government is concerned, 
as the necessary funds are collected as fees from the institutions examined. 
Unless examinations are made, fees cannot be collected. Thus, instead of 
achieving a saving as was no doubt the intent of the House action, the insurance 
risk would be greatly broadened. If the House action is sustained, there would 
be created, in terms of examinations completed, a potential backlog of at least 
°40 overdue examinations in 1958; the backlog could reach a figure of 350 or 
more. Such a condition would be extremely dangerous. It was to avoid just 
such a situation and at the same time to permit flexibility in operations that 
Congress passed Public Law 895, making the Examining Division’s expenses non- 
administrative. 
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FEDERAL SAVINGS AND LOAN INSURANCE CORPORATIONS 


In line with the Board’s budget policies for 1953, our estimate as presented to 
the House provides for no increase in either personnel or dollars: rather it 
reflects a slight decrease in both cases, although statutory within grade advances 
for 1953 have to be met, as well as a steadily increasing workload 

The indicated cut of $18,000 by the House commitee appears to be minor. 
Actually, we believe it would have Serious consequences, because it would 
compel a reduction in what is already a minimum staff required to handle the 
current workload economically and efficiently and at the same time adequately 
safeguard the insurance risk involved, 

The tightness of the estimate may be gaged by the fact that the Insurance 
Corp. reduced its staff from 96 in 1946 to 70 requested for 1953, a reduction 
of 26 employees. Of this reduction, five occurred within the last 2 years. The 
rate of growth in the operations of the corporation may be observed in the 
changes occurring over the same period. The corporation’s insurance risk 
increased from $5.7 billion in 1946 to $16.6 billion estimated for 1953, or nearly 
three times. The number of insured institutions increased from 2.490 in 1946 
to an estimated 3,235 in 1952, an increase of 745 or 30 percent. These figures 
furnish proof of the expense-mindedness of the corporation in conducting its 
operations on as economical a basis as possible, consistent with efficiency. 

The proposed cut would mean the reduction of an additional three to four 
employees (5 percent) in our present staff. This curtailment would, we believe, 
create an unhealthy situation as the current staff level does not provide for 
handling any unfavorable or unustial developments. <A loss of three to four 
employees to a small organization like the Insurance Corporation would be 
very severe and would throw normal activities out of balance. Because of its 
size, the corporation’s employees are specialized and perform several functions. 
This integration of functions would be badly impaired by any reduction in 
present staff. 

The proposed reduction in travel requirements would prevent us from properly 
carrying out our normal insurance responsibilities as they relate to applica- 
tions for insurance. The corporation would be forced to reject some applicants 
because it would not be in a position to inspect property security, which inspec- 
tion is necessary in appraising the risk. Appraisals which are also made in 
cooperation with the Chief Supervisor's activities would also be reduced, if 
not eliminated, as a result of House action. 


JENSEN AMENDMENT 


We would like to comment briefly on the proposed Jensen amendment just 
to Say that, if it is retained in the bill and as now drawn up, it would expose the 
Board and its constituent units to carrying on their operations with substandard 
organizations and would result in loss of proper control of their operations, 
lowering of standards. building up of workload backlogs, and might eventually 
cost the Government money through exposure to unnecessary risks. 

We consider it fair and reasonable to state that, because of the continuous 
streamlining of all the operations of the Board and the Insurance Corporation 
over the pust 5 or 6 years, the organizations are now down to a point where 
further adjustments cannot be made without impairing their normal operations, 

Gentlemen, we vigorously urge you to restore to the Board and its constituent 
units all cuts recommended in the House bill. We also ask to be excluded 
from any across-the-board cuts or other restrictive provisions such as and in- 
cluding the proposed Jensen amendment, Any other action would prevent us 
from adequately and properly discharging our duties. 

In conclusion we wish to thank you gentlemen for 
tunity of appearing before you and again wish to emphasize the fact that all 
the funds for which we are requesting authorizations come from private sources 
and do not involve funds from the United States Treasury and do not affect 
Federal tax rates, 


affording us this oppor- 


EXAMINING DIVISION 


Senator Roserrson. Was the cut made by 
floor 2 


Mr. Drivers. By the committee, sir. 
Senator Roserrson. What explanation did it make? 


the committee or on the 
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Mr. Divers. I have placed in the appeal we gave you that they did 
not point to anything specific that they thought ‘should be made, 

Senator Maypank. You can only take the money out of the de- 
positors in your bank. You are supposed to keep that bank in shape 
for the benefit of those who have stock. 

Mr. Divers. There would be no effect on the Federal tax rate, no 
effect on the Federal Government income or expenditures. 

Senator Maynane. None in the Treasury’s balance sheet ? 

Mr. Divers. No, sir. 

I might say that we would not be able to examine these institutions 
annually. 

Senator Maypank. Would the taxpayers save? 

Mr. Divers. No, sir. It would have no effect on the taxpayers, 
except if the institutions were weakened it might fall back on the 
‘Treasury because their accounts are insured by ‘the Federal Savings 
and Loan Insurance Corporation. 

Senator Sarronsrauy. Under the Examining Division you ask for 
$1,775,000, but on this sheet here there was nothing requested in the 
budget. I do not understand that. 

Mr. Divers. That should have been $1,775,000 where the budget 
request is. 

Senator SaLronsrauL. You are asking for the full amount of the 
budget request and that is the Examining Division of these various 
banks? 

Mr. Divers. That is right. In 1948 the Congress passed a bill that 
was recommended by the Senate Banking and Currency Committee 
which would make that a nonadministrative expense so that this is 
a nonadministrative expense as passed by Congress and should enable 
us to adjust the number of examiners that we need from time to time. 

Senator Maynank. We had a great deal of discussion, as Senator 
Robertson well knows, on a number of examiners the Federal Reserve 
Board might have had or what the FDIC might have had, duplicating 
examinations which we cleared up; that is, there was cooperation 
between them after we get after them. But I have never heard any 
complaints of your bank examiners. If anyone would have, as chair- 
man of the committee I would have. 

Mr. Divers. We make joint examinations with the State examiners. 

Senator Maynank. You go along with the State. You do not go 
in a man’s place and take up his time and then the State comes along 
behind you. 

Mr. Divers. Sometimes they go in 1 year and we go in the next, 
but we do not duplicate. We go in separately. 

Senator SauronsraLL. This would reduce 22 examiners / 

Mr. Divers. That is right. At the present time we need every one 
we have in order to keep abreast of the examination workload. 


FEDERAL SAVINGS AND LOAN CORPORATION 


Senator SarronsraLt. On the Federal Savings and Loan Corpora 
tion the House cut you from $445,000 to $425,000. Why do you need 
that money back ¢ 

Mr. Divers. It is pretty hard to take $18,000 out of the budget even 
though it is only $448,000. Principally in the case of travel we had 
some travel limitations here. In the case of the Board if we carried 
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out the statutory requirements to hold two meetings of the Federal 
Savings and Loan Advisory Council each year, which Congress has 
told us to do—— 

Senator Maynank. That is the law. 

Mr. Divers. And we have to send out our examiners to examine 
the 11 regional Federal home loan banks. Congress said they have 
to be examined once a year. 

Senator Maynank. They should have been examined in California. 
You know it and I know it. 

Mr. Divers. If we would spend the money required by Congress, 
we would have $900 left for travel for the Home Loan Bank Board 
for the entire year. 


FHA ADMINISTRATIVE EXPENSES 


Senator Savtonsraty. The next item is the administrative expenses 
of the Federal Housing Administration where the House cut you 
from $5.631.000 to $4,885,000. 

Mr. Foutry. Mr. Greene. 

Mr. Greene. Senator, we do not feel that we can properly operate 
on the amount the House has approved. Our insurance in force 
increases every year and it is increasing considerably during the fiscal 
year 1952. It costs money to handle those accounts and to properly 
operate the various functions of the Administration. We see no w: ay 
we can do that. I would like to call specific attention to the facet that 
our income for fiscal 1953 is estimated at $20 million more than it was 
for fiscal 1952 or fiscal 1951. In other words, we estimate $120 million 
of income and our expenses, both administrative and nonadministra- 


tive, are only estimated at $8414 million, or only 28 percent of our 
income. 

Senator SavronsraLL. You had $13.7 billion in insurance in July 
1951. You increased about a billion dollars last year. You expect to 
increase further this year? 

Mr. Greene. Up to around 17 and a fraction billion dollars. 


PERSONNEL REDUCTION 


Senator SatronstaLu. The House amendment would strike about 
100 employees off vour staff ? 

Mr. Greene. That is right. It strikes those employees in our ad- 
ministrative section, which makes it very difficult for us. We would 
be down to about 800 employees or less to operate and supervise 72 
insuring offices which have the right to obligate the Government on 
their insurance contracts. Unless we can give those offices proper 
supervision, we cannot protect the Government’s interest in those 
insurance contracts. 

Senator SavronstaLL. Mr. Chairman, with the exceptions we have 
discussed, those are the items that they will ask to put back. 

Senator Maynank. I appreciate your asking these questions. | 
want to repeat again what I understand. Outside of public housing, 
there is practic: ally no request for increased appropriations that affect 
the taxpayers. They all come out of the home-loan bank assets. They 
come out of FHA where you have reduced your obligations from $25 
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billion to some $13 billion, and out of your insurance fund of which 
you have a surplus of $250 million. 

Mr. Greene. That is right. 

Senator MayBank. So all these cuts outside of Public Housing cuts 
are not of any value to the taxpayer. 

Mr. Greene. We are only requesting the right to spend 28 percent 
of the income we collect during this coming year. 

Senator Maypank. If you did not spend 28 percent, naturally the 
other statement could be made that it would go into the Treasury, 
but it might be unwise if you did not spend 28 percent because you 
would have real losses which so far you have not had. 

Mr. Greene. That is correct. I would like to point out that in com- 
paring private insurance companies—which is the best comparison 
we have with private business—the ratio of 28 percent of expenses 
to income is generally lower than the average nonlife stock insurance 
companies, which have averaged between 37 and 39 percent. 

Senator Maypank. Are there any further questions? 


ADMINISTRATIVE EXPENSES LIMITATION 


Senator Sarronstatu. I would like to ask this question. Mr. Foley, 
this is a broad limitation but Mr. Cooper tells me that this reads: 

Provided further, That expenditures for nonadministrative expenses classi- 
fied by section 2 of Public Law 387 shall not exceed blank amount, 

In this instance $25,175,000. I can understand administrative ex- 
penses. What are ‘nonadministrative expenses to which the House 
refers and why do they put the limitation on it‘ 

Mr. Greene. That is our program operation largely depending 
upon our field offices. That is a program under which we had the 
flexibiliy provision which permitted us to spend up to a certain per- 
centage of the income, depending upon the rate at which applica- 
tions came into our field offices. That flexibility was done away with 
when the limitation on those funds was placed by the House 2 
years ago. 

Senator Satronstatyi. This is the provision that would cut down 
or keep within certain limits the running of your offices outside of 
Washington; is that right ? 

Mr. Greene. That is correct. We are requesting that we get back 
on a flexibility basis so that we can take care of the program as the 
applications come in. 

Mr. Firzpatrick. Those expenses dle — entirely upon the amount 
of business that you may do in the year. No one can forecast that 
accurately, nor can we really control it. Accordingly, the flexibility 
was geared to the amount of income obtained on the theory that 
the ratio between the two would give flexibility but at the same time 
control. 

Senator SattonsraLtt. What you would like to have would be no 
limitation on the over-all figure but a limitation on a percentage 
basis ? 

Mr. Firzparrick. That is the limitation which the Committee on 
Banking and Currency recommended and which was enacted 2 years 
ago. 

Senator SALTonstaLL. What is that limitation ? 
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Mr. Frrzparrick. It is 35 percent of the previous year’s income. 

Senator Maynank. That was enacted into law. 

Senator Savronstauy. Thirty-five percent of the previous year’s 
income can be used for nonadministrative expenses ¢ 

Mr. Firazearrick. Yes, sir. 

Mr. Foutry. Actually, Senator, with that freedom of movement the 
FHA never did spend up to that full amount. 

Senator Maypank. But it was a limitation? 

Senator SavronstatL. If vou put this limitation or amount in, 
take, for instance, this specific one on page 59 of the bill which is 
under the subsection Federal Housing Administration, approximately 
what percentage of last year’s business would $25,175,000 be? 

Mr. Burrows. Do you include the administrative and nonadmin 
istrative ? 

Senator Savronsraty. No: that would be only nonadministrative. 

Mr. Burrows. It would be approximately 23 percent. 

Senator SaLrTonsTauy, So on this bill they would cut you down from 
50 to 25 percent ? 

Mr. Burrows. That is correct. 

Senator Sarronsrate. Would that be about the same all the way 
through on these other limitations? 

Mr. Franrz. The other nonadministrative limitations are different 
in character. You cannot compare them on that basis. 

Senator SavronsraLt. What you would like us to do would be to 
take off all limitations on appropriations under the bill’ and leave 
vou the flexibility that the Banking Committee originally put in the 
law ¢ 

Senator Maybank. They have not asked that. T would be one that 
would not believe that would be the thing to do, because T think it 
is Just as well that it would be under the Appropriations Committee. 
What they ought to do is appropriate sufficient money within the law, 
SU percent if they needed it. 


PRESENT EXPENSE LIMITATION 


Mr. Fotry. What we are asking is to return to the previous pro 
vision of a 35-percent limitation and function within that. 

Mr. Frantz. Which is presently in the law. 

Senator SaAvronstanL. That is what T am trving to get at. 

Senator Maypank. You have not asked for 35 percent. 

Mr. Fotey. We asked for that limitation. If there is to be a limi- 
tation, we asked that that be it. 

Senator MayBank. You only asked for a specific amount of money. 
How much does that amount to? 

Mr. Greene. We are not asking for a specific amount with respect 
to nonadministrative expenses. 

Senator MayBank. Tam wrone and I want to apologize to Senator 
Seltonstall, T know well enough that in the conference committee 
you are not going to get that taken off. What should the amount be if 
that is not taken off 

Mr. Greener. That would be $28,850,000, 

Senator Maynayk. How much percentagewise would that be as 
against 35 percent ? 


95711—52 oy 
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Mr. Greenr. About 28 percent. 

Senator Maypank. In other words, you are asking us to put directly 
in the appropriation bill the right for you to spend 28 percent of your 
nonadministrative expenses ; where: is, the law originally passed al- 
lowed you to spend 35 percent ? 

Mr. Grzene. That is right. 

Senator Maypank. Of course, you would rather have the limitation 
done away with? 

Mr. Fotry. We would rather have the flexibility. 

Senator Maypank. I am trying to get down to what we may work 
out in conference. 

Senator SauronstTauL. I do not think I have any more questions. 

Senator Maypank. If there are any statements that you gentlemen 
wish to file, you may do so. 

Mr. Forey. I will file that research statement, in addition to those 
mentioned earlier. 

Senator Mayspank. The statements Mr. Foley desires to file will be 
filed. We have a lot of other letters here on this amendment, the 
Gwinn amendment. 

Mr. Fouey. I would like to file a statement on that. 

Senator Maypank. I have been asked to place into the record 
ietter from the American Labor Party written to Mr. Cooper. 

(The letter referred to follows:) 


AMERICAN LABOR PARTY, 
New York 7, N. Y., May 5, 1952. 
Mr. EARL W. Cooper, 
Cerk to the Suocommittee in Charge of the Independent Offices Appropria- 
tion Bill, 1953, Senate Committee on Appropriations, Senate Office Build- 
ing, Washington, D. C. 

DrAR MR. Coo: Er: In reply to your kind letter of May 3, I enclose three copies 
of a statement in behalf of the American Labor Party of the State of New York, 
for insertion in the record of the hearings on the independent offices appro- 
priation bill for 1953. 

I will appreciate your courtesy in sending me a copy of the printed record 
of these hearings as soon as such record is available. 

Thank you for vour courtesy. 

Respectfully yours, 
ARTHUR SCHUTZER, 
State Executive Secretary. 


STATEMENT BY ARTHUR SCHUTZER, STATE EXECUTIVE SECRETARY, 
AMERICAN LABOR PARTY 


The American Labor Party respectfully urges the elimination of the Gwinn 
amendment to the independent offices appropri: ition bill for 19538 (H. R. 7072). 
This Gwinn amendment provides that “no part of any appropriation contained 
in this section shall be used to pay annual contributions on any housing unit 
of a project assisted under the United States Housing Act of 1937, as amended, 
which is occupied by a person who is a member of an organization designated as 
subversive by the Attorney General.” 

The effect of this provision is to impose an arbitrary, unlawful, and un 
American political means test upon the right to use public housing. It continues 
to bestow sanctity upon the Attorney General's list which the Supreme Court of 
the United States has declared to be violative of due process. 

We call to the attention of this committee the fact that a similar measure was 
introduced in the New York State Legislature during the recent 1952 session 
and was defeated in committee there. This bill (by State Senator Herbert Sorin) 
was decisively rejected as an indefensible attempt to extend the national plague 
of political inquisitions into the field of public housing. 
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If the Gwinn amendment is enacted, the next step might even be a law denying 
mail service to persons arbitrarily labeled subversive by the Attorney General. 
Or, persons might be denied social-security payments or old-age pensions or any 
other benetit furnished in whole or in part by Federal funds. The purpose and 
spirit of the Gwinn amendment are so clearly obnoxious and so dangerously viola- 
tive of basic civil rights that it ought to be promptly and unconditionally tossed 
into the legislative ashean. Its passage by the House is a national disgrace. 
The Senate Committee on Appropriations should undo that legislative monstrosity 
by immediate elimination of the Gwinn amendment. 

We respectfully recommend that your committee replace the Gwinn amend- 
ment with a specific provision prohibiting discrimination against any applicant 
for or occupant of public housing on the ground of race, color, creed, national 
origin or political affiliation. 

Such a provision would effectuate the basic American principle of full equality 
of rights for all. 


HOUSE CUT OF FHA BUDGET 


Mr. Greene. If permitted, I would like to file a statement and some 
supplemental data. 

Senator Maynank. We would be glad to have you do it. 

(Statement referred to is as follows :) 


STATEMENT OF WALTER L. GREENE, ACTING COMMISSIONER, FEDERAL HoUSsING 
ADMINISTRATION 


Mr. Chairman and members of the committee, I appreciate the opportunity to 
discuss our proposed budget with you? and particularly some of the problems 
with which the House-approved bill would confront us 

The allowance in the bill approved by the House is too low to permit FHA to 
operate in as financially sound a manner as the Congress would very properly 
expect. Moreover, the manner in which the budget authorization is made avail- 
able under the proposed appropriation act prevents FHA from making the best 
possible use of the authorization. 

The House allowed $4,885,000 for administrative expenses. In 1951 Congress 
authorized $5,400,000 for administrative expenses when the volume of insurance 
in force was much smaller and pay rates were substantially lower. For 1952, 
including the amount approved by the Congress for pay increases under Public 
Law 201, the administrative budget will be approximately $5,300,000. Thus we 
are being asked next year to operate with about $500,000 less than we had in 
1951 in the administrative budget, in the face of pay increases which increased 
cost by over $300,000 and with insurance in force in excess of $17 billion as 
compared with $13.7 billion at the end of fiscal 1951. 

The administrative budget authorizes use of a portion of insurance income to 
cover the expense of servicing the insurance in force and the expense of techni- 
eal and adininistrative control of insuring operations. FHA is predominantly a 
field organization and has 72 field insuring offices, each fully authorized to insure 
mortgages. We have found it possible to delegate such wide authority to the field 
insuring offices because we have maintained strong supervision and control over 
them and have provided them with carefully developed standards and criteria to 
suide their conclusions. What Congress las done in the last 2 years—and pro- 
poses under the House action to carry much further next year—is to weaken basic 
control over the field organization of FHA which is annually committing the 
Government to billions of dollars of insurance. On July 1, 1950, we had 1,050 
employees under the central administrative budget. This year’s budget provides 
about 920 employees. Under the House action we would be down well below 800 
next year. This trend is very dangerous to the long-term interest of the Govern- 
ment. 

The Jensen amendment is particularly destructive of well-balanced operations 
because it is difficult to administer and hits hardest the clerical and accounting 
personnel we rely on for our premium billings, collections and operating record 
required for sound administration and servicing of the billions of dollars of in- 
surance in force. 

The restriction on travel would further weaken our control over operations. 
Most of our administrative travel is used for technical, administrative, and 
fiscal control over insuring operations. This limitation would restrict unduly 
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the ability of Washigton headquarters to maintain suflicient first-hand knowledge 
of conditions and operations in the field. I am sure that the Congress does not 
intend to deprive us of the means of properly discharging our responsibility for 
the integrity and soundness of field insuring operations. 

At the same time that this loosening of controls is forced on FHA by severe 
cuts in the administrative budget, the House has for the second successive year 
imposed a limitation on nonadministrative expenses which prevents FHA from 
adjusting to the fluctuating demands of business. The first point I wish to 
emphasize in this connection is that the $25,175,000 allowed by the House is in- 
adequate for the volume of business expected in 1953. It would result in proces- 
sing and inspecting under severe pressure. This is not conducive to thorough 
construction inspection or to sound risk conclusions. Moreover, the public who 
pay fees for FHA processing and inspection will not get the service to which their 
fees entitle them. The inadequacy of the field staff under the House allowance 
coupled with the proposed further weakening of central supervisory control would 
doubly endanger the soundness of our operations. 

This restriction on nonadministrative expenses would also curtail the staff 
needed to collect defaulted tithe I notes assigned to FHA in connection with in 
surance Claims, This staff collected about $7 for every dollar of direct collection 
expense last year. The Government stands to lose as much as $7 for every dollar 
the House limitation saves on these expenses. This is obviously false economy. 

I believe that Congress should restore the flexibility authorized by Public Law 
3S7, approved October 25, 1949. Public Law 387 provides a limited degree of flex 
ibility for certain specified expenses to meet unpredictable fluctuations in work 
load, to be exercised under the direct and continuous scrutiny of the Budget 
Bureau and of Congress through the General Accounting Office on-site audit 
as well as the appropriation hearings. 

The volume of new applications and ipsurance claims depends upon so many 
conditions beyond the control of FHA that it is impossible to predict them with 
accuracy. Public demand and economic conditions, as well as the legislation 
itself, frequently change. Therefore, the volume of operations may and very 
often does exceed, or fall short of, the budget estimates by substantial margins. 
if the volume of business falls short of the estimate on which the appropriation 
act was based, it is not the appropriation act limitation but the integrity of the 
agency and the other eontrols which Congress has established which prevent the 
expenditure of the full appropriation for a smaller Workload, In 1951, for ex- 
ample, FHA curtailed its expenses by nearly $3.9 million because of a drop in 
business. 

On the other hand, if the volume of operations exceeds the budget estimate, 
the appropriation act limitation prevents the agency from making the urgently 
needed adjustments required to protect the interest of the Government, notwith 
standing the fact that the additional fees and premiums received would much 
more than cover the additional expense. This is not only unsound from the 
Government’s point of view, it is unfair to the public. People who pay fees for 
PHA service are entitled to have that service promptly and efficiently rendered. 
If the budget were based on 500,000 cases and 500,000 fees and instead we get 
600,000 cases and 600,000 fees, we are obligated to give equally good service on 
the 600,000 as we would have on the 500,000 originally expected. The rigid limi 
tation on nonadministrative expenses prevents us from doing so. It was recog 
nition of these facts that caused Congress to approve a limited degree of flexi 
bility, based on income, as provided in Public Law 387. 

I believe these are compelling reasons why Congress should adhere to the flexi 
bility plan enacted in Public Law 387. If, however, Congress should conclude 
to place a rigid dollar limitation on nonadministrative expenses, I believe Con 
gress should then revert to the practice followed prior to the approval of Public 
Law 387. That is, it should fix a single over-all limitation on the administrative 
2d nonadministrative expenses in question so that FHA at least has an oppor 
tunity to make the best possible use of the limited funds authorized. 

™ ye manner in which the present appropriation bill is drawn divides the FHA 
budget into two rigidly limited parts. Under this arrangement if we should find, 
for example, that additional construction inspectors are urgently needed on a 
military housing project in the field, we do not have the latitude to curtail an 
administrative function in Washington in order to provide the necessary 
inspectors. 

Let me say in closing that FHA has always given close attention to the proper 
relationship of workload, income, and expense. Under our 1953 budget estimates, 
expenses will amount to only about 28 percent of the net fees and premiums to 
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be received, Last year our expense-to-income ratio was 31 percent. These ratios 
compare very favorably with the expense-to-income ratios of the most nearly 
comparable private business concerns, the non-life-stock insurance Companies. 
which during the postwar period have averaged between 87 and 39 percent. I 
believe we have a very economical operation. I urge the committee to restore the 
funds necessary to enable us to keep the necessary control over our operations, 
to give us the flexibility needed to adjust our operations to public demand, and 
to at least give us latitude within such limitation as may be required to make 
the best utilization possible of the funds authorized for our expenses. 


FeperAL HovustnG ADMINISTRATION—EFFECT OF HOUSE ACTION OF THE 1953 BupcEet 
EXPENSE TO INCOME RATIO 


The 1958 budget submitted by the President for the Federal Housing Adminis- 
tration represents a very cxrefully worked out plan of operation. The proper 
relationship of workload, income, and expense was fully considered in its develop- 
ment, Work measurements and production ratios have been used in all categories 
of work susceptible of measurement. These data are set forth in detail in the 
budget justifications submitted to Congress. 

The 1953 budget calls for higher production than last year. Expenses under the 
1953 budget will total only 2s percent of the fees and premiums received during 
that year. This ratio of expense to income compares very favorably with the 
ratios of the most nearly comparable private business concerns, the nonlife stock 
insurance companies. These private insurance companies have averaged between 
37 and 39 percent during the postwar period. The 10 leading companies havé 
ranged between 34 and 47 percent since the war. FHA has been steadily reducing 
its expense-to-income ratio during this period from almost 41 percent in 1947 to 
29 percent in 1950. ‘These expense-to-income ratios are shown in the table below 


E.wpense ratios of FHA and nonlife stock insurance companies 


1946 WG 1948 


Percent nt Percent 

Federal Housing Administratiot 9, 2 10.7 35.0 
10 largest stock comranic 

Home Insurance Co 

Insurance Co. of North America 

Hartford Fire Insurance Co 

Continental Insurance Co 

Hartford Accident & Indemnity Co 

Fidelitv-Phenivy Fire Insurance Co 

United “tates Fidelity & Guaranty Co 

Fireman’s Fund Insuranes Co 

Aetoa Casualty and Suretv Co 

Fidelity & Casualts ‘o, of New York 
All stock com panies ; 


! Ratios renresent expen 
2 Source: Best's Insurance Reports sualty and iret 1951: Best’s Insurance 


Marine) 195) 
EFFECT OF THE HOUSE BILL 


The FHA estimated expenses for fiscal year 1953 totaled $34.5 million. Under 
this budget around 600,000 unit applications for mortgage insurance would be 
examined and insurance in force in excess of $17 billion would be maintained. 
Under the House action the hudget would be cut by about $4.5 million—$30,060,000. 
This amount is seriously inadequate in relation to the workload estimates, More- 
over, the manner in which it is made available will prevent the Administration 
from using it effectively and will weaken the fundamental control structure by 
Which FHA maintains the integrity of its operations and soundness of its risk 
conclusions. 
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{dministration expenses 

The House allowed $4,885,000 for administrative expenses which are expected 
to require $5,631,000 in 1958. The administrative budget authorizes the use of 
a portion of insurance income to cover expenses of the servicing of insurance 
in force and the expense of technical, fiscal, and administrative control over 
insuring operations. To understand the grave implications of the House action 
for the future risks of the Government under the FHA insurance program, it is 
necessary to consider the basic organization and decentralized scheme of opera- 
tion under which FHA conducis its insurance programs. 

HA is predominantly a field organization. It has 72 insuring offices through- 
out the United States, Alaska, Hawaii, and Puerto Rico, each of which is fully 
authorized to insure mortzeges. This widely decentralized insurance authority 
has enabled FHA to give etlicient and prompt service in every locality and to 
minimize the delay and red tape involved in the centralized clearance of essen- 
tially local decisions. On the other hand, it has only been possible for FHA to 
delegate authority so extensively to the field insuring offices because it has 
maintained a strong supervision and control over them and has provided the 
offices with carefully developed standards and criteria to guide their conclusions. 
Technical underwriting and administrative supervisors and fiscal auditors go out 
trom Washington to each of the field offices at carefully planned intervals to 
check the adequacy of risk analysis, the soundness of risk conclusions, the 
thoroughness of construction inspection, the integrity and propriety of admin- 
istrative decisions and the accuracy and propriety of the accounting and applica- 
tion of funds. In this way it has been possible each year to insure hundreds of 
millions of dollars in mortgages with maximum accuracy as to risk conclusions 
and with reasonable assurance of the integrity of local operations and decisions. 
The exercise of this control by the central FHA provided for in the administrative 
budget is the keystone of the FHA operation. 

This central system of control has been seriously threatened during the past 
2 years by curtailment of the administrative budget and now faces a further 
disabling slash under the House approved bill. In 1951 the House allowed 
$5,400,000 for administrative expenses when the volume of insurance in force 
was much smaller and pay rates were substantially lower. For the current year, 
including the amount approved by Congress for pay increases under Public Law 
201, the administrative budget will be approximately $5,300,000. Next year under 
the House action, FHA is being asked to opcrate with $4,885,000 or about 
$500,00 less than was provided for administrative expenses in 1951 in the face 
of pay increases which alone have raised administrative expenses more than 
$300,000 and with insurance in torce in excess of $17,000,000,000 as compared 
with $13,700,000 at the end of fiscal 1951. 

On July 1, 1950, we had 1,650 employees in the central administrative budget. 
This year’s budget provides about 920 employees. Under the House action we 
will be down below S00 with the possibility that the Jensen amendment will 
further curtail the staff to perhaps 750 by the end of the year. This weakening 
of control would impair the soundness and uniformity of conclusions on hun- 
dreds of millions of dollars of insurance written annually. It would seriously 
increase risks with the possibility of insurance losses far in excess of the 
expenses in question. 

Travel restriction 

The House bill also imposes a specific limitation on the amount available for 
travel under the administrative budget. The decentralized FHA organization 
described above has proven to be an efficient and economical method of operation. 
It is, however, one which depends upon travel from headquarters for the strong 
and continuous supervision essential to its effectiveness. 

FHA does not maintain regional offices. The Washington office deais directly 
with the field insuring offices. Without sufficient funds for travel the supervisory 
staff would be grounded and its effectiveness in controlling our operations would 
be lost. 

Decisions to insure mortgages are local decisions depending upon the applica- 
tion of national criteria to local situations. Fees and premiums on which we 
depend to cover our insurance losses and expenses are uniform for the entire 
country and the Territories and pessessious in which FHA operates, Uniformity 
in risk selection under diverse local conditions is essential to the soundness of the 
insurance program. We cannot administer and control this insurance operation 
without intimate direct contact with lucal conditions throughout the country. 
We have also developed during the past year, at the recommendation of the Gen- 
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eral Accounting Office, a full field audit program providing trained staff to make 
on-site audits of FHA insuring offices and of lending institutions not otherwise 
subject to Government supervision. This staff provides an important safeguard 
but it cannot do its job without travel. 

This limitation under the House bill would propose to save less than two-tenths 
of 1 percent of our expenses for the year by crippling the technical, administra- 
tive and fiscal control of the insuring operations, It should be stricken from 
the bill. 


Nonadministrative expenses 

At the sume time that the curtailment of administrative expenses is forcing a 
weakening of control over field insuring operations, the House has placed a rigid 
limitation on nonadministrative expenses which precludes adjustment to chang- 
ing workloads and prevents efficient processing, collection, and property Manage- 
ment activities. The House limitation of $25,175,000 is wholly inadequate for 
the volume of operations expected in 1953. It was estimated that $28,870,000 
would be required for this workload, This estimate was developed by the appli- 
cation of established production ratios to carefully developed estimates of 
workload. 

As serious as are the immediate implications of this inadequate allowance, 
of even more fundamental importance to the interest of the Government and of 
the public is the fact that the Jimitation itself is fundamentally inconsistent with 
the nature of FHA operations, is contrary to the intention of the Government 
Corporations Control Act, and is directly contrary to the express terms and 
intent of Public Law 3887 approved October 25, 1949. 

Budget flexibility 

After full hearings and careful consideration, the Congress adopted in 1949 
Public Law 8S7 which provided for the Federal Housing Administration a 
limited degree of flexibility to meet the unpredictable fluctuations in workload 
which characterize the FIA program. The volume of FHA insuring operations 
depends upon public demand and upon a variety of economic and social factors 
which ure impossible to predict with accuracy a year or more in advance as is 
required under the standard appropriation procedure. The factors which deter- 
mine the volume of applications for mortgage insurance and the volume of 
insurance claims that will be filed in a given year are exceedingly complex and 
are beyond the control of FHA. Moreover, basic legislation governing the FHA 
program is amended frequently and such amendments have a fundamental effect 
on the volume of business. The National Housing Act has been amended an 
average of two times for each year that FHA has been in existence. 

As a result of these factors, FHA’s capacity to serve the public efficiently and 
to protect the Government’s interest by careful risk analysis and inspections and 
by efficient and prompt property management and collection activities depends 
upon the ability of FHA to adjust rapidly to these unpredictable fluctuations in 
workload. The rigid dollar limitation on these nonadministrative expenses pre 
vents effective and timely adjustment. If the volume of operations exceeds the 
bucget estimate as has often occurred, the rigid limitation will prevent the agency 
from adjusting to workload. The additional applications for mortgage insurance 
beyond the original budget estimate are covered by fees and premiums more than 
adequate to cover the additional expenses involved, but FHA will not be able to 
give to those members of the public submitting these applications the same 
efficient and prompt service which would have been given to the smaller number 
of applications originally estimated. This is obviously unfair to the public. 

t is also unsound from the Government’s point of view since the processing of 

this larger volume of applications will have to be done by an inadequate staff 
working under severe pressure and the resulting analyses and inspection work 
cannot be as thorough and painstaking as is desirable in the Government’s 
interest. 

On the other hand, if the volume of operations should fall short of 
the estimate, it is not the Appropriation Act limitation but the integrity of the 
FHA and the other controls which Congress has established which prevent the 
expenditure of the full appropriation for a smaller workload. In 1951, for ex- 
ample, FHA curtailed its expenses by nearly $3.9 million because of a drop in 
business. 

The rigid limitation does not necessarily save any money. In years of unex- 
pectedly low volume of operations, the rigid limitation is likely to be well in ex- 
cess of FHA needs. The only time the rigid limitation in itself operates to pre- 
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vent FHA expenditures which would otherwise be made are those years in which 
business exceeds the estimates. In those years the curtailment of nonadminis- 
trative expenses is made at the expense of efficient FHA operations with the con- 
sequent possibility of insurance losses far in excess of the amount of expenses in- 
volved. 

To meet this situation the Congress passed Public Law 387. This statute 
provides for adequate control over FHA expenditures withtout sacrificing efficient 
operations. It provides a limitation on a percentage of income basis which would 
fluctuate in an approximate relationship with the volume of operations. Further 
limitations and safeguards are provided through the continuous scrutiny to be 
exercised by the Budget Bureau and by Congress through the General Accounting 
Office and through the appropriation hearings. Operations under Public Law 
387, from October 1949 until fiscal 1952 when Congress imposed a rigid dollar 
limitation on these expenses, were most successful. 

This rigid limitation of $25,175,000 proposed in the House bill on nonadminis 
trative expenses for this year should be removed, The reasons outlined above 
which prompted adoption of this plan in 1949 are equally compelling today. At 
this very time the Congress has under consideration significant amendments to 
the National Housing Act which will have their effect on the volume of insuring 
operations next year. The House limitation will not only fail to provide an 
adequate staff for the volume of insurance applications and inspections expected 
in 1953, but it will also curtail the staff needed for the collection of defaulted title 
I notes and for the prompt and efficient management of acquired properties. The 
collection staff last year collected about $7 for every dollar of direct collection 
expense. Promptness and thoroughness in prosecuting these collection activities 
and in the management of acquired properties means a net dollar saving to the 
Government. The limitation imposed by the House stands to cost the Government 
several dollars for every dollar it saves on these expenses, 

If, however, despite the reasons outlined above, the Congress should not set 
fit to remove the rigid dollar limitation on nonadministrative expenses, it should 
at least revert to the practice followed in limiting these expenses prior to the 
adoption of Public Law 3887. Up until that time a single over-all limitation was 
placed on administrative expenses and these nonadministrative expenses com 
bined. This atSeast gave the FHA the latitude to adjust as circumstances might 
require within one limitation instead of two. Thus, for example, if the compli 
ance inspection work fell behind in the field, some administrative activity in 
Washington could be temporarily curtailed in order to augment the inspection 
staff. Under the House bill as now drawn, such adjustments could not be made 
and, in addition, FHA must incur the expense of separate accounting for adminis 
trative and nonadministrative expenses when the distinction has no significance 
as long as the provisions of Public Law 3S7 are nullified by the Appropriation 
Act. Therefore, if the limitation cannot be stricken, it should be consolidated 
with the administrative expense limitation into one over-all limitation figure. 


SUMMARY 


The House action on administrative expenses would seriously weaken control 
over the integrity and soundness of insuring operations. While central control 
is thus weakened, the House limitation on nonadininistrative expenses would 
cause pressure processing not conducive to sound risk conclusion. The combined 
effect of these limitations seriously curtail public service in the immediate future 
and would increase long-term risks with the possibility of substantially greate! 
future insurance losses. The rigid dollar limitation on nonadministrative ex 
penses should be removed so that Public Law 387 may be allowed to control ex 
penses on a percentage to income basis and FHA can adjust its operations to 
fluctuations in the volume of business. If this limitation is not removed, Con 
gress should then consolidate the administrative and nonadministrative expenses 
so as to enable FHA to make the best use of the funds available to it for these 
expenses within a single limitation figure. 
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HOUSE CUT OF FNMA BUDGET 


Senator Maypank. Mr. Baughman, I think you have a statement 4 
Mr. Baveuman. I will file it for the record, Mr. Chairman. 
(Statement referred to is as follows: ) 


STATEMENT BY J. S. BAUGHMAN, PRESIDENT, FEDERAL NATIONAL Mor?rGAGE ASSO 
CIATION, HOUSING AND HOME FINANCE AGENCY 


Mr. Chairman, I appreciate this opportunity to state briefly the basic reasons 
why the reduction from $4,140,000 to $3,371,425 or $768,575 proposed in H. R. 
7OT2 would seriously affect the future operation of the Federal National Mortgage 
Association, 

First and most important: The proposed reduction would prevent FNMA 
from Inaintaining adequate safeguards to protect the Government's investment 
consisting of a mortgage portfolio of more than $2 billion. 

Second: It would also prevent FNMA from continuing to effectively administer 
the allocation and control of its set-aside funds and the commitments it has 
already made in connection with military housing, programed defense housing, 
itomic energy installation housing, and disaster housing: and 

Third: It would compel FNMA to drastically curtail its stepped-up sales 
program which was designed to increase the sale of mortgages from the associa- 
tion’s portfolio by more than 240 percent in fiscal year 1953 over fiscal year 
1952. 

I. Mr. Chairman, I am most concerned with the effect the proposed reduction 
would have on the association’s ability to provide adequate protection for the 
Government’s present mortgage investment of more than $2 billion. Unlike 
the one-time operations incident to the purchase or sale of mortgages, the 
maintenance of the association’s mortgage portfolio involves continuing and 
repetitive activities in connection with the servicing and maintenance of more 
than one quarter of a million mortgages. In addition to the necessity of 
maintaining its own internal records as to these mortgages, FNMA is charged 
with the responsibility of supervising, auditing, and inspecting the operations 
of over 1,000 organizations now actively servicing a mortgage portfolio which 
will average 18 percent more in fiscal year 1953 than in fiscal year 1952. With 
this increase in the size of its portfolio, the association will also experience 
us a natural consequence, a relative increase in the number of delinquencies 
and foreclosures that will further add to its mortgage servicing workload. Even 
though this increase was anticipated by FNMA when its budget estimates were 
prepared, the amount requested for administrative expenses for fiscal year 1953 
was relatively less than the amount available for fiscal year 1952. This is borne 
out by the table which follows. You will also observe from this table that 
the average mortgage portfolio for fiscal year 1953 will increase by 18.06 percent 
over fiscal year 1952, whereas the administrative expense for the same period 
will increase by only 12.75 percent. 


Percent in- 


| decrease 


1953 over 


Average mortgage portfolio $1,317, 800, 000 $1, 865, 600, 000 $2, 202, 600, 000 | 
\dministrative expenses $4, 281, 392 $3, 672, 000 $4, 140, 000 

Percent relationship of sdministrative 
expenses to average mortgage portfolio... 0, 325 0. 198 0. 186 


The Association has taken very seriously its responsibility not to impose any 
idditional burdens upon the taxpayer by reason of a loss or deterioration of this 
luge investment. However, FNMA cannot properly discharge this obligation 
unless adequate budgetary provision is made to permit the establishment and 
inaintenance of the necessary administrative fiscal and legal safeguards. Suf 
licient funds should be made available so as to make it possible for FNMA to (1) 
provide proper supervision as well as complete audits and frequent inspections of 
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its over 1,000 servicers who are now collecting monthly payments on more than 
one-quarter of a million mortgages in the Association’s portfolio and (2) be ina 
position to properly supervise the handling of delinquent accounts and mortgage- 
foreclosure cases at a time when there will no doubt be a relative increase in the 
number of delinquencies and foreclosures by reason of the expansion of its 
portfolio. 

Il. Now, as to the Association’s task during fiscal vear 1953 of continuing to 
administer the commitments it has already made and to control the funds it has 
“set aside” for the military and defense housing programs which got under way 
last year. For this purpose the Association set aside a total of $500 million 
of its available funds for the purchase of mortgages covering this type of 
critically needed housing, which will account for a substantial portion of the 
volume of mortgages that will be offered to FNMA for purchase during fiscal 
year 1953. In September 1951, under the Defense Housing and Community 
Facilities and Services Act, Congress gave the Association added responsibility 
to provide a secondary-mortgage market in support of the military and defense 
housing programs as well as disaster housing. This was done by authorizing 
the FNMA to issue prior commitments up to December 30, 1951, not to exceed 
$200 million outstanding at any one time to purchase mortgages covering this 
type of housing. The issuance of a commitment by FNMA is the initial step in 
the purchase of mortgages covered by the commitment procedure; however, the 
full impact of the additional workloads involved in the allocation and control of 
its “set-aside” funds and the control of its commitment authorizations will not 
be felt by the Association until fiscal year 1953 for the reason that most of the 
housing started in fiscal year 1952 will not be ready for final financing until 
1953. 

In the face of this additional workload, it is proposed in H. R. 7072 that 
FNMA’s administrative expenses be reduced by more than 18 percent. This 
reduction was made (1) despite the fact that the Association will be required, 
during fiscal year 1953, to continue to purchase mortgages at almost the same 
high level as in fiscal year 1952 and (2) the additional fact that the type of 
mortgages purchased by the Association in fiscal year 1958 will principally cover 
military, defense and disaster housing which was planned and programed dur- 
ing fiscal year 1952. 

As a result of the proposed reduction, the Association will be prevented from 
meeting its normal day-to-day requirements in administering these programs 
which would seriously jeopardize their success. 

IlI. Now as to my tinal point: ‘The sale of mortgages by the Association from 
its portfolio is one means of holding down to a minimum additional borrow 
ings from the Treasury; this is desirable since such borrowings must be accom 
plished at the expense of the American taxpayer. Because the sale of FNMA’s 
mortgages to private investors is proceeding currently at a low rate, due to the 
present condition of the mortgage market, FNMA’s 1953 budget estimates com 
templated an aggressive and stepped-up sales campaign which was designed 
to increase the sales of mortgages from its portfolio during fiscal year 19538 
by more than 240 percent over the preceding period, and thus avoid the neces 
sity of large scale additional borrowings. However, in view of the fact that 
H. R. 7072 imposes a reduction in the number of personnel permitted in fiscal year 
1953 as well as a reduction of the amount of time which could be devoted to this 
project by members of the staff who were carried over from fiscal year 1952, this 
program must now be drastically curtailed. Some of the mortgage sales program 
projects which must now be curtailed are (1) the maintenance, on a current 
basis, of a listing system to facilitate the preparation of offerings in connection 
with the sales program and (2) the employment of mortgage specialists to visit 
financial centers in furthering the sales of mortgages. As a result of its in 
ability to engage in an effective mortgage-sales program, the Association will be 
compelled to maintain a much larger mortgage portfolio than was originall) 
contemplated. 

FNMA has always been keenly aware of its obligation to effect the greatest 
possible economy in its operations and, if I may be permitted to state what I 
have previously had occasion to point out, since September 7, 1950, when this 
Association was transferred from the RFC to the HHFA, it accomplished a 
number of administrative changes which served to reduce the amounts re 
quested in the 1953 budget estimates. These changes were: (1) the consolida 
tion of 31 field offices which operated the FNMA program on July 1, 1950, int 
6 field offices as of November 15, 1951: (2) the installation of automatie list 
ing and bookkeeping machines and the adoption of a multipurpose form for mort 
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gage purchasing, all of which substantially increased the efficiency, economy, and 
expedition in handling the Government's business; and (38) the adoption of 
procedures which increased the average number of operations performed in 
connection with mortgages processed per month per employee from 199.3 in 
September 1950 (the month in which FNMA became a part of HHFA) to 424.4 
in February 29, 1952, or an increase of over 100 perceyt; the 1953 budget esti- 
mates anticipate a further increase to 526.6. 

May I say, in conclusion, that FNMA’s 1953 budget was predicated upon the 
considerations I have just mentioned; it is evident that the reduction proposed 
in H. R. 7072 would penalize the Association for having voluntarily streamlined 
its operations during the past 2 years and would seriously hamper the Asso- 
ciation in its efforts to furnish the assistance Congress intended it to provide 
to the critically needed military and defense housing programs. And may I 
venture to add that the saving sought to be effected by this reduction in FNMA’s 
administrative expenses would, in all probability, be more than offset were the 
Government to suffer a loss, because of the Association’s inability to properly 
protect the Government’s investment of over $2 billion. 

For these reasons, it is respectfully requested that the full amount of the 
proposed reduction of $768,575 in H. R. TO72 be restored. 

Thank you. 


GWINN AMENDMENT 


Senator Maypank. Mr. Foley. 

Mr. Fotry. We have a statement that we will file with respect to 
that so-called Gwinn amendment which was the matter you referred 
to. 

(The statement referred to is as follows :) 


STATEMENT ON THE GWINN AMENDMEN' 


This proviso, added to the independent-oflices appropriation bill in the House, 
has been carefully examined, and it is felt that its inclusion would probably 
result in a complete stoppage of the public-housing program. It cannot be 
applied retroactively to existing contracts. All funds appropriated in the bill 
relate to payments under contracts already in force. In terms of its possible 
application to contracts executed after its enactment, it would be virtually 
impossible to administer and it would cast serious doubt on the value and 
validity of the pledge of the United States to pay annual contributions. Thus 
it would make impossible future bond sales on the private investment market. 

The problem of legal enforceability stems from the fact that the Public Hous- 
ing Administration’s supervision and control of a local housing authority is 
determined by the provisions of the annual contributions contract between the 
two parties. It is not possible to compel the local housing authority to amend 
its contract in any way. ‘Therefore, it would be impossible to force any local 
housing authority to comply with the proviso. 

The administration of the proviso would be all but impossible. The proviso 
reads that the appropriation cannot be used “to pay annual contributions on 
any housing unit of a project * * * which is occupied by a person who 
is a member of an organization designated as subversive by the Attorney 
General.” Annual contributions are not paid on individual housing units, but 
rather on all of the projects covered by one contract. To comply with the 
requirements of the proviso it would be necessary to obtain loyalty clearances 
on every project tenant. In addition, every time the Attorney General's list 
is amended, new loyalty clearances would have to be obtained on every tenant. 
The Public Housing Administration or the Department of Justice would have to 
obtain substantial appropriations to finance these loyalty investigations. 

‘The doubt cast on the value of the pledge of the United States to pay annual 
contributions has already been felt. The Public Housing Administration, on 
the advice of investment houses and banks which deal in these securities, has 
withdrawn on offering of bonds on 145 projects totaling over $167 million. 
Considerable damage has already been done to the investment rating of the 
bonds, and irreparable damage will be done if the proviso is allowed to stand. 
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LIMIPFATION ON PUBLIC-ILOUSING UNITS 


Senator Maysank, Mr. Egan, do you desire to file anything? 
Mr. Egan. I would like to tile a statement. 
Senator Maynank. Without objection, it will be filed. 


(The statement referred to is as follows :) 


STATEMENT BY JOHN TAYLOR EGAN, COMMISSIONER, PUBLIC HOUSING 
ADMINISTRATION 


Mr. Chairman and Senators, we have already furnished you with a statement 
of the appropriation items which we would like to have reconsidered, together 
with brief justifications concerning each. 

I would like to address myself first to the most serious aspect of the House 
action on the budget of the Public Housing Administration; namely, the virtual 
elimination of the low-rent public-housing development program. 

This stoppage will result from the effect of a crippling proviso in our appro- 
priation which strikes out in two directions : 

(1) The first part reads: “the Public Housing Administration shall not, with 
respect to projects initiated after March 1, 1949, * * * authorize during 
the fiscal year 1953 the commencement of cc **fruction of in excess of five thou- 
sand dwelling units,” 

2) The remainder reads that the Public Housing Administration shall not 
“after the date of approval of this Act, enter into any agreement, contract, or 
ther arrangement which will bind the Public Housing Administration with 
respect to loans, annual contributions, or authorizations for commencement of 
‘onstruction, for dwelling units aggregating in excess of five thousand to be 
autho sized for commencement of construction during any one fiscal year subse- 
quent to the fiscal year 1953, * * *.” 

The limitation of 5,000 units which may be authorized to start construction 
for fiscal year 1958 and each succeeding year (unless increased by subsequent 
congressional authorization) effectively repeals title II] of the Housing Act of 
1949. It would take over 100 years to complete the program authorized in 
the act at that rate. This proposal, which was considered by the Congress 
and rejected a year ago, strikes a blow at the very heart of the program of 
low-rent housing for families of low income who cannot afford decent, safe, 
and sanitary housing. 

The act of 1949 authorized the start of construction of 135,000 dwelling units 
each year for 6 years; however, the budget provided for a greatly restricted 
program of only 75,000 units for fiscal 1953 in the light of the present defense 
mobilization effort. It was a carefully developed estimate related to the esti- 
mated total residential construction. 

In the House report, it is contended that the shortage of materials and labor 
due to the present defense and mobilization effort occasion such a restriction. 
It is noted, however, that no such restriction is placed on private residential 
construction, After taking into account the impact of the defense-mobilizaion 
effort on labor and materials, it was determined that S00,000 to S50,000 units 
of both private and public residential construction starts per year could be 
undertaken within the civilian economy without impairing the mobilization 
effort. All present indications are that controls over private housing can be 
less, rather than more, stringent for 1953. The restricted program of 75,000 
iow-rent public-housing units programed in the budget to start construction in 
fiscal year 1953 represented a proportion of less than 10 percent of the over-all 
residential construction. This relationship is the approximate proportion envi- 
sioned in the Housing Act of 1949, when a national goal of 1,400,000 was proposed 
of which 135,000 would be public-housing units. Thus, the budget as submitted 
envisions the low-rent public-housing program being limited proportionate to 
und consistent with the limitations placed on total residential construction, Any 
limitations on low-rent public housing not related to the over-all limitations placed 
on residenial construction would result in disproportionate sacrifice because of 
defense on the part of low-income families in obtaining decent housing 
accommodations. 

The Housing Act of 1949 recognized and set out to correct the deplorable con- 
ditions existing in most of our urban centers, and even in some of the smallest 
places in the country, of slums, blight, and delapidation and unhealthy and in- 
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tolerable housing conditions. A large segment of American families are forced 
to live in these slums because their incomes are insufficient to induce private 
enterprise to develop decent, safe, and sanitary housing for them. These low- 
income families are in greatest need of new housing, and the provision of this 
housing has been long delayed. 

I would like to say also that, in addition to the above, the action of the House 
has a very serious effect on the financial interests of the Federal Government 
in the program. <As of April 30, 1952, we had outstanding $5,979,000 in pre- 
liminary loans to local housing authorities to cover the costs of preparing plans 
and specifications, selecting and purchasing sites, and all other expenses pre 
liminary to the actual start of construction. In addition, there were 252 projects 
with 81,597 dwelling units, under annual contribution contracts which have not 
yet been authorized to start construction. Loans outstanding on these projects 
totaled $89,439,000. If the Public Housing Administration is restricted to con- 
struction authorizations of 5,000 units per year, it would be over 15 years before 
all projects now under annual contribution contracts could be placed under 
construction. Obviously, in the meanwhile, many of these projects would die of 
their own jnertia, and it is doubtful if the funds invested could ever be recap- 
tured. If the projects are placed under construction in accordance with our 
time schedule, these loan funds will be repaid when long-term bonds are sold. 
Aside from the probable financial loss to the Government, we would be forced 
to suspend almost all action on over 220,000 units in more than 650 localities 
where programs are in various preconstruction stages. 

It is earnestly requested that the virtual elimination of this program by the 
House be reversed and that the low-rent public-housing program be permitted 
to proceed with a reasonable share of an over-all balanced housing program. 


ADMINISTRATIVE EXPENSES 


If the Senate sees its way clear to restore the low-rent public housing develop- 
ment program, it will also be necessary to restore the severe reduction of 31 
percent made by the Ilouse in our appropriation and authorization for adminis- 
trative expenses. This reduction is based on: (a) the reduction of Construction 
start authorizations from 75,000 dwelling units to 5,000 units (thus virtually 
eliminating the low-rent housing development program), (2) the requirement 
that Pay Act increases be absorbed, (3) the establishment of a limitation on 
travel expenses equal to two-thirds of the budget estimate, and (4) a broadside 
reduction of one-third applied to all remaining objects of expenditure, excluding 
rents and utilities. 

The Pay Act costs cannot be “absorbed” as is evidenced by the fact that the 
Congress is now cousidering a supplemental appropriation for this purpose for 
all Government agencies for the current fiscal year. Other objects of expense, 
such as communications, printing and binding, supplies, equipment, ete., are 
estimated largely on the basis of average Costs per an-yvear of employment and 
bear a direct relationship to the number of personnel emploved. The elimina- 
tion of funds for Pay Act increases and the reduction of funds for other objects 
of expense will, therefore, not save any money in these particular categories but 
will, rather, force further reductions of personne! 


LIMITATION ON TRAVEL EXPENSES 


The drastic one-third reduction in funds available for travel will have to be 
restored and the limitation removed if the development pregram is restored 
Government employees, with few exceptions, undertake official travel with reluc 
tance and only because the work of the agency demands their presence in the 
field. Travel performed in connection with fiscal, tenant, and other audit work. 
Which must be done at project sites where records are maintained, accounts 
for nearly oO percent of our travel budget. There is no way this expense can 
be reduced except by sacrificing the generally accepted practice of audits on ar 
annual frequency, Aside from the audit work, there would remain less that 
S200,000 for all other travel expense, or less than 40 percent of our estimated 
needs for other essential travel. Much of the work of our field personnel can 
be accomplished more efficiently and economically through visits to projects 
than through correspondence, telegrams, and long-distance telephone calls, If 
the limitation is not removed, it should be increased to the budget estimate 
S930.000 
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LIMITATION ON NONADMINISTRATIVE EXPENSES 


The House committee recommended a limitation of $31,690,000 on the amount 
of funds which may be expended for certain nonadministrative expenses, as 
listed on page 1028 of the record of the hearings before the House Independent 
Offices Appropriation Subcommittee. 

The five housing programs administered by the Public Housing Administra- 
tion have for years been under strict budget control, project by project. In 
recognition of the flexibility afforded by the Corporations Control Act (made 
all the more necessary by the wide fluctuations in program size), the Public 
Housing Administration has presented its program budgets on the concept of 
consolidated statements of income and expense, financial condition, ete. Sub- 
stantial variations in prejected program size are accompanied by proportionate 
changes in income and expense. Thus, the number of dwellings in a program 
can, for example, double or be reduced by half without affecting the relation- 
ship of expense to income in the agency budget. 

Under an over-all dollar limitation, substantial changes in the size of the 
program can have a devastating effect. For example, if for causes beyond the 
eontrol of the Public Housing Administration, planned disposition is reduced 
or stopped, the Public Housing Administration will find itself unavoidably in 
the position of having to submit to the Congress a request for an increased limi- 
tation on a deficiency basis. If the increases were not approved, it would be 
necessary to take drastic action to insure that the limitation is not exceeded, 

The amount of the limitation is $1,032,080 less than the agency’s estimate of 
the many items making up this over-all limitation, and the reduction represents 
the cost of the Pay Act increase. As mentioned above in the discussion of ad- 
ministrative expenses, funds must be found somewhere to finance the pay in- 
creases. Expenses of operating housing projects account for 86 percent of the 
limitation. Over 40 percent of the amount included in the limitation for oper 
ating housing projects will be used for payments in lieu of taxes and utilities- 
expenses which are not subject to managerial control. Most of the remainder 
represents regular payrolls, supplies, materials, and other recurring costs. The 
reduction, therefore, must necessarily be offset by the curtailment of sorely 
needed rehabilitation and other maintenance work. 

The Congress is strongly urged to exclude from the 1953 Appropriations Act 
any limitation on nonadminstrative expenses of the Public Housing Admini- 
stration. If the limitation is not removed, it should be increased to the amount 
in the agency’s budget of $32,722,080. 


PROHIBITION CONCERNING MEMBERS OF AN ORGANIZATION DESIGNATED AS SURVERSIVI 


In connection with the so-called Gwinn amendinent Mr. Chairman, I want to 
say that the Public Housing Administration entirely agrees with the comments 
made in the Administrator’s statement on the subject, which I understand he 
will file for the record. 


PUBLIC HOUSING PROGRAM 


Senator Maypank. Mr. Orendorff, will you come over here and 
make a short statement and file the brief that you desire, because Sen 
ator Kilgore was interested in having you do that. 

Mr. Forry. May I say for the record, Mr. Orendorff is the Director 
of our Research Division. 

Senator SALroNstTaLL. You want the opportunity to increase your 
limitation on houses from 5,000 up to 75,000 units which is the law. 
That is the No. 1 point. The law is 135,000, but up to 75,000 which 
the Budget allowed you. 

Secondly, you want more money for your administrative expenses 
on the broad ground your business has picked up rather than de- 
creased, 

And third, you want enough money to pay the money you owe to 
contractors. 

Fourth, you want your limitations on nonadministrative expenses 
eliminated. 
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Those are, broadly speaking, what you want ? 

Mr. Foitry. Yes. With reference to the first item, I think it would 
be vastly preferable if, instead of a limitation on the number of pub- 
lic housing units that may be started, reliance be placed on the pro- 
visions of the basic act. If a figure is to be written by Congress, 1 
would urge it be 75,000. 


HOUSING RESEARCIL 


Mr. Orenporrr. Mr. Chairman, the cut proposed by the House in 
the administrative funds for the Office of the Administrator would 
necessarily result in h reduction in the amount of funds available to 
the Division of Housing Research. We are in a unique position in- 
sofar as this isa relatively new function. 

During the first 2 years of the program we awarded 89 contracts to 
colleges, universities, research institutes and laboratories of the Gov- 
ernment. The total amount of the contracts was somewhere in excess 
of $2,000,000, Those contracts in most instances ran for a year and 
in several cases for 2 and 8 years. 

Senator Maypank. You are going to have a list of those contracts 
placed in the record ? 

Mr. Orenporrr. Yes, sir. 

(The information referred to is as follows :) 


Housing research contract program 


Institution Subject field Amount 


Al bema: Tuskegee Institute. .- ----| Construction labor $60, 000 
Colorr do: 


University of Denver ‘ .-| Dwelling equipment 11, 480 
DO... 2 5 Housing market analysis 16, 482 
Do. het 5 wits 11, 000 
California | 
University of California , ...-------| Orgenization and operation of housebuilding 24, 164 
| irdustry 
a es : ...-| Housing finance 15, 541 
Florid 
University of Miami .-| Urban planning studies 10, 066 
Do . Housing market analysis 13, 540 
University of Florida | Housing finance 22, 890 
Gecrgia: Georgia Institute of Technology ......| Housing market analysis 16, 610 
Illinois | 
Illinois Institute of Technology : ....| Dwelling structure 25, 000 
Do : ...-| Construction methods 50, OOO 
University of IMinois Small Homes Corp Dwelling structure 28, 572 
eee ; Dwelling equipment 23, 178 
Do a Dwelling design 52, 904 
Do ....| Construction methods 25, 480 
Irdiara: 'rdiana University ......| Housing finance 55, 800 
Maryl rd 
University of Maryland ....----| Dwelling equipment 16, 500 
Do ...-----| Housing finance i 12, 780 
Mass* chusetts 
Mess chusetts Institute of Technology Dwelling design 29, 900 
Do ------}| Orginiz: tion and operation of housebuilding 48, 500 
industry 
Herverd ...-...-..| Residential] site or land planning 32, 000 
Michig. n 
University of Michigan Construction methods 33, 119 
Do Construction labor 41, 000 
Do Housing merket analysis 42, 100 
Minnes t 
University oi Minnesota Composite physical science 6,720 
1 Construction labor 32,815 


See footnote at end of table, 
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Senator Maypank. Recently I went to a meeting in one of the 
hotels here. When Mr. Foley remarked about the number of people 
who were here with him, they almost have that many meetings here 
every month. However, I did go to a meeting where they exc ‘hanged 
research results and new ideas. 1 was very much interested in that. 
Do you have anything to do with that ? 

Mr. Forxy. That was the home builders’ meeting. Yes, we were 
of assistance in that, I think. 

Mr. Orenvorrr. We attended all three of the meetings. 

Senator Maynank. I mean where they exchanged trade secrets all 
the way from Oklahoma to California. 

Mr. Orenvorrr. That is correct. We think the unique position is 
that through this arrangement of supervising the research that is 
undertaken in the laboratories and working closely with the home 
builders, we are able to get the results of that research quickly applied 
In practice. 

Senator Maypank. As I understand the home builders throughout 
the United States now get the benefit of what research you get plus 
the benefit of what research they themselves get and the ‘v exchange 
trade secrets without any hesitation. 

Mr. Orennorrr. Exactly so. 

Senator Maypank. That has improved housing throughout Amer 
ica and the cost; is that right? 

Mr. OrenporrF. That is correct. 

Senator MayBank. Do you have a statement that you will file / 

Mr. Orenvorrr. I will prepare a statement for the record. 

(The statement referred to follows :) 


HOUSING RESEARCH 


I should like to point out, first, the importance of research in housing; second, 
the importance of the Government function in research; and, third, how the 
activities of the research program aid the other programs of Government con- 
cerned with housing and the various segments of the house-building industry in 
developing and obtaining the use of new materials and assembly methods that 
reduce the cost of housing. 

A recent report of the National Research Council states that “research has 
proved its value to the leaders of industry, Government, and education in the 
United States. Their support of research has resulted in well-recognized benefits 
to the health, security, and economic well-being of the people of the country.” 

Organized research, that has accounted for so much progress in other indus 
tries producing for a mass market, seems well on its way to becoming a vital 
force in the home-building industry. But there are still many obstacles in the 
way. Some of the investigations that must be undertaken if progress is to be 
sustained are of a nature that no one segment of the home-building industry, 
materials manufacturers, home builders, or lending institutions has sufficiently 
strong individual interest or promise of financial return to initiate, nor is it pos 
sible to get a pooling of resources among the individual grgups to undertake such 
research, There is general recognition that only the Federal Government can 
initiate and in some cases carry on such research in the public interest. The 
hasis for cooperative action in research has been gradually established. To be 
hene‘icial, research must be continuous, it must be planned, and the results must 
be made available widely and at an early date. 

A major portion of research in housing sponsored by the various segments of 
the building industry has been concerned with physical properties of materials 
and engineering of structures. Practically none is concerned with research in 
the dwelling as a total product for family living. Very little research is con 
cerned with the performance of the total structure or with the assembly of vari 
ous materials in combination. This generally held opinion of the nature of 
housing research was confirmed in a recently completed survey of housing re 
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search sponsored by HHFA and conducted by the Building Research Advisory 
Board, National Research Council. It is in these neglected areas where research 
is most urgently needed that the Division has concentrated its efforts. 

[It does not attempt to supplant, nor does it duplicate, any current research 
activities carried on by industry or other agencies. Product research, the respon- 
sibility of individual manufacturers, is a necessary complement to the work of 
the Division and can gain assistance from the research work of the Division. 

In order to gain the maximum benefits from research, the results must be made 
available promptly. Research sponsored by the Division is frequently coor- 
dinated with industry research; delay in making results available handicaps 
the development of specific industry programs in product improvement and 
the de elopment of new uses for present products that would result in cost 
reductions. 

In other instances the constituent units of HHFA and other agencies con- 
cerned with housing are dependent on the results of the Division’s research to 
determine the acceptability of new materials and construction methods in devel- 
opments on which they make loans or insure mortgages. Delays of months in 
finding answers, in the current period of 1,000,000 or more dwelling units an- 
nually could result in high aggregate cost expenditures that might be saved even 
though the amount of cost reduction per dwelling unit may be slight. The same 
is true of conservation of critical materials in the present mobilization period 
when supply and demand remain in relatively close balance. 

In spite of the slowing down of the pace of activities resulting from the 
reduction in staff so soon after the initial difficulties attending the organization 
of a program and building up of a competent staff hed been overcome, the 
Division has been successful in demonstrating how Government participation 
in research can help the industry in solving problems of technology, materials 
conservation, and cost reduction which the industry as it is presently constituted 
could not do unaided. 

It has stimulated un interest in housing research in the colleges and universi- 
ties and among the home builders who are organizing a program of field trials 
of laboratory demonstrated techniques and methods of improved construction 
und cost reduction. 

In addition to the establishment of housing research centers at colleges and 
universities, a secondary result of this stimulation of an interest in housing 
research has been the organization of courses in home building at several 
universities that will result in a bachelor of science degree. 

A list of contract research projects completed and in progress is appended. 
However, these projects represent only one phase of the Division’s activities. 
A byproduct of these investigations is the data for developing more real'stic 
stundards for dwelling construction, taking advantage of regional differences 
in climate, locally available materials, labor skills and customs, and working 
with national, regional, and local building-code groups to achieve greater uni- 
formity in code requirements for similar conditions of use and in administrative 
practices. 

This program of standards and code improvement is well-organized and the 
Division's assistance is a matter of record. The lack of uniformity in building- 
code provisions, administrative procedures, and testing methods has been long 
recognized as a2 major road block to the development of new materials and 
the use of improved assembly methods. Since 1949 the Division has been work- 
ing with established, nationally recognized building-code organizations in a 
cooperative effort to find a solution to this complex problem. Progress is being 
made and the work of this cooperative activity should be continued and 
strengthened. 

The work of the Division in promoting a better understanding and wider 
ueceptance in use of standardized dimensions in building materials and assembly 
methods has the endorsement of the American Institute of Architects, Pro 
ducers’ Council, Inc., and National Association of Home Builders, sponsors 
of this cooperative project of industry known as modular coordination. Prog 
ress in standardization of materials sizes and dimensioning of buildings has 
been at an xweccelerated rate, and the goal of less waste in materials and man 
power in site cutting and fitting is growing nearer. The renewed impetus 
shou'd be sustained and the work of the Division has been recognized as a 
significant factor. 

In order to reap the maximum benefits from the current investment of the 
Federal Government in housing research, it is urged that funds be made avail 
uble to maintain activities at a minimum level of efficiémcy and for necessary 
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advisory committee meetings and contract research of an emergency nature, 
either because of defense-connected urgency or in order to achieve full benefit 
of existing projects by obtaining complete data. The budget request of $660,000 
for staff and connected activities and $150,000 for contract projects is the 
estimated minimum for gaining maximum benefit from work under way, with 
no expansion of activities. 

This amount is small indeed when considered in relation to the total number 
of houses constructed annually. A cost reduction of only $1 per dwelling unit 
would more than equal the cost of the program. While the percentage return 
in benefits from individual projects cannot be predicted, research experience 
has demonstrated that the cumulative benefits are substantial. However, specific 
examples of materials savings and cost-reduction potentials already identified 
are impressive, 2s shown by the attached summaries of cases: 


EXAMPLES OF REDUCTION OF COST OF DWELLING CONSTRUCTION AND MAINTENANCE 
THROUGH RESEARCH 


1. A research study of the formation of ice dams on roofs indicates that 
as many as 100,000 houses may suffer damage from this cause during a single 
severe winter in northern areas of the United States and Alaska. Cost of 
repairs which often involve repainting outside walls and redecorating interior 
finish usually range from $100 to $500 per house and totals several million 
dollars annually. An article has been published which will permit home builders 
to eliminate this trouble at little or no increase in cost by a simple method of 
attic ventilation which also provides greater summer comfort. 

2. A research study of the weight of accumulated snow pack that must be 
supported by roofs in various areas of the United States has been completed 
by the Agency in cooperation with the Weather Bureau. An article containing 
the information developed is being published and will permit building code 
authorities in many cities to safely reduce design loads for roofs and thereby 
reduce cost an estimated $25 to $50 per house. 

3. The marked trend to concrete slab floors laid directly on the ground has 
brought about a need for waterproof underslab membranes which are durable 
for the life of the house to prevent moisture in the ground from migrating up 
and causing rotting of the finish floor and mildewing of rugs and coverings. 
Research in this field in cooperation with the Bureau of Plant Industry at Belts- 
ville, Md., has resulted in data now ready for publication which will permit 
builders to select durable types of membranes. This information could result 
in a reduction of many millions of dollars in maintenance costs annually since 
replacement of the hardwood floor in a single dwelling often costs $500 to $1,000, 

4. A research study of the structural properties of light gage tubular steel 
columns in cooperation with the National Bureau of Standards is being published, 
which will permit use of light-gage tubes in Meu of heavy-gage pipe. This could 
reduce the amount of steel required for housing 100 to 200 pounds per unit with 
a consequent cost reduction of $10 to $20 per house. 

5. A study of the causes of cracking in concrete masonry in cooperation with 
Toledo University has revealed that present commercial standards for moisture 
content of concrete masonry units are not rigid enough to prevent shrinkage 
cracking when the masonry dries out. Maintenance of cracked and leaky con- 
crete masonry walls is costing hundreds of thousands of dollars annually in 
both dwellings and commercial structures. The results of this study will be 
published so that industry may have necessary information to produce shrinkage- 
free masonry units. 

6. Another activity recently completed, the National Plumbing Code—pub- 
lished in June 1951, the result of a joint research effort of the United States 
Department of Commerce and the Housing and Home Finance Agency—by 
permitting simplified installations in dwellings, could result in an estimated 
saving of 22,000 tons of cast iron, and 3,200 tons of galvanized steel in every 
100,000 dwellings. If this code had been followed by local code authorities in the 
construction of dwellings during 1951, an estimated reduction of 220,000 tons 
of cast iron and 32,600 tons of galvanized steel would have been made. 

7. A new method of applying wood sheathing recently shown to be satisfactory 
by HHFA research if applied to 100,000 frame dwellings would save an estimated 
136,000,000 board feet of lumber and 35,000 kegs of nails. The uniform applica- 
tion of such technique where feasible would save millions of dollars annually 
in materials and labor costs. This technique is shown in Housing Research, 
fall 1951, pages 2-4. 
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8. A series of publications coordinating the results of staff and contract re- 
search presents materials and cost savings techniques available in readily usable 
form for designers and builders. One such booklet shows how careful considera 
tion of the locations of plumbing fixtures in dwellings and the resulting simpli- 
fied venting and drainage systems would permit, if followed generally, an esti 
mated savings of 8,400,000 pounds of cast iron, 480,000 pounds of copper, ant 
500,000 pounds of lead for each 100,000 dwelling units constructed. 


Drerense Housine Act 


STATEMENT OF LEO GOODMAN, SECRETARY, CIO NATIONAL 
HOUSING COMMITTEE 


HOUSING SCANDAL AT AIKEN, S&S. C. 


Mr. Goopman. Mr. Chairman, I am Leo Goodman, secretary of 
the CIO National pec ae Committee. I appear here on behalf of 
the National CIO and at the request of the Chairman of the Ap- 
propriations Casein of the Senate in connection with certain 
housing items contained in this bill. 

As the chairman knows, all our organization has worked with great 
interest on the problems of securing adequate housing in order to 
assist in the preparation and expansion of the defense program 
throughout the country and particularly in relation to those newly- 
established communities that are being set up both in connection 
with the atomic-energy program and the expansion of production 
facilities. 

Senator Maynank. Now, let me make this plain. You said you 
were appearing at the request of the chairman of the committee. 

Mr. Goopman. The chairman of the Appropriations Committee of 
the Senate. 

Senator Maybank. I never requested that you appear. 

Mr. Goopman. Excuse me, sir. Senator McKellar asked me_ to 
make arrangements to appear. 

Senator Maysank. I just wanted to make that clear. Go ahead, 
sir, but do not take too long as these other gentlemen here are vers 
much interested in this leave matter. I hate to have to interrupt 
you. 

Mr. Goopman. I will take a maximum of 5 minutes, if IT may 
proceed, 

As the chairman knows, our organization was most concerned with 
the procedures under which the housing program set up under the 
Defense Housing Act was proceeding. We were concerned and have 
made known to many our interest in and our disappointment in the 
method under which the critical areas designation and the programed 
housing was proceeding, particularly in the newly-established com 
munities. 

I want to call the attention of the committee and of the chairman 
to the fact that today a newly established advisory committee of ‘he 
Joint Committee on Atomic Energy, consisting of eminently qualified 
citizens of this country, are proceeding to investigate the housing 
mess and what I believe to be the housing scandal around the hydro 
gen-bomb plant in South Carolina. 

Senator Maynank. Well, I do not know anything about a seands! 
or the mess down there, but of course, the thing to do is to Investigate 
that situation. 
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Mr. Goopman. I would like to place in the record, if I may, at this 
point the release of the announcement of the appointment of this 
committee. 

Senator Maypank. Without objection, that will be placed in the 
record, 

(The document referred to follows:) 


From the offices of the Joint Committee on Atomic Enerzy : 

Senator Brien McMahon today announced formation of the Atomic Plant 
Expansion Advisory Panel to the Joint Committee on Atomic Energy. Chairman 
of the panel will be Lewis L. Strauss, a former Atomic Energy Commissioner 
and at present a consultant to the joint committee. 

“The basic mission of the panel,” Senator McMahon said, “is to advise and 
consult with the joint committee concerning various phases of the present 
and planned atomic construction program. Materiel priorities, labor relations, 
contract administration, organizational problems, the extent to which the plants 
are going forward with maxitium speed and economy—these are some of the 
areas in which the panel will assist the Chairman and members of the joint com- 
inittee.” 

In addition to Mr. Strauss, the panel will consist of Mr. Ralph A. Bard, former 
Under Secretary of the Navy: Mr. James B. Carey, of the CIO; Dr. Karl 
Compton, former Chairman of the Research and Development Board; Mr. i'oy 
T. Hurley, president of the Curtis Wright Corp.; Mr. Ralph Ik. MeGill, editor 
of the Atlanta Constitution; and Mr. Boris B. Shiskin of the A. F. of L. 

Senator McMahon stated that he has been in consultation with Mr. Strauss 
for many weeks concerning formation of this important advisory group. The 
panel will require the preliminary assistance of qualified architect-engineering 
construction specialists, whose task it will be to examine certain of the atomic 
plants now being built and to submit detailed technical reports for the use of 
panel members. Arrangements for this specialized assistance to the panel are 
still underway but are expected to be concluded shortly. Members of the joint 
committee staff will also be detailed to assist the panel. 

The MeMahon Act empowers the joint committee to appoint such experts and 
consultants as it deems necessary and advisable. 

“T anticipate,” Senator MeMahon said, “that the joint committee will meet 
soon With Mr. Strauss to discuss in detail the ways in which the panel can be most 
immediately effective and helpful. [Tam deeply grateful to panel members for 
agreeing to give the joint committee the benefit of their time and experience, and 
I believe that the panel will be a major factor in enabling me and my committee 
colleagues to monitor and evaluate critical phases of the atomic plant con 
struction program. 

“It is vital to the United States that this program go forward with maximum 
smoothness, economy, efficiency, and speed.” 


SOURCE OF AGENCY FUNDS FROM INCOME 


Senator Maynank. Your statement, Mr. Goodman, will be placed 
in the record at the point where the testimony with reference to the 
Housing and Home Finance Agency appeared because it will be ap- 
propriate there. “In that way your presentation would not get mixed 
up with that of these gentlemen who are dealing with this leave matter. 

Mr. GoopMan. We are particularly intet ‘ested in seeing that the 
critical areas advisory committee and the program housing committee 
do function closer to the intent and purposes of the chairman and of 
the Banking and Currency Committee which the Chairman so ably 
heads, 

Senator MayBpank. We will be glad to cooperate in any way that we 
can in the Banking and Currency Committee. 

Mr. Goopman. The reason that I appear here is that the House com- 
mittee and the House itself has made such substantial cuts in the ap- 
propriations of the Administrator and of the Housing Agency gener- 
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ally that our organization desired to make clear to the committee what 
the result might well be. 

Senator Maynank. And many of the cuts that were made, 1t was 
testified here, did not save the taxpayers any money because they 
would be taken from the income that the agencies themselves earn. 

Mr. GoopMan. That is correct. 

We are anxious to maintain those efficient services which exist 
in the Housing Agencies. We are anxious that they at least have 
the minimum they now have requested in their budgets that they 
can proceed to more efliciently provide the services that are needed 
in such communities as the community in South Carolina which I 
referred to. We hope, for example, that the Housing Agency will 
continue to handle those problems rather than having them handle 
it by agencies that are not experienced in housing matters such as 
the Atomic Energy Commission, which has an engineering organi- 
zation th: “ knows how to make plutonium and hydre gen and other 
materials, but they have not and do not know how to handle these 
housing and community problems which the chairman knows have 
been allocated to the Housing and Home Finance Agency. 

Senator MAaysank. That is correct. 

Mr. GoopMan. There is one minor aspect of this agency’s wark 
which I would like to call to your renege 

Senator Maypank. As I said, we are going to place your entire 
statement in the record following the testimony presented with regard 
to the Housing and Home Finance Agency. 

Mr. GoopmMan. There are certain critical areas in this country where 
there exists today a substantial volume of Lanham Act and defense 
housing prepared and constructed during World War II which is 
not being used to its capacity. 

Senator MayBank. It certainly ought to be. 


HOUSING AT RICHMOND, CALIF. 


Mr. Goopman. I have just returned from Richmond, Calif., where 
some 3,500 vacancies continue to exist because of the failure of the 
agency to permit nonveterans who now have the exclusive preference 
to live in these quarters even though they are certified defense workers 
in critical industries in that community. For example, the oil in- 
dustry is producing gasoline and aviation oils for the Korean war 
effort almost exclusively on the west coast area and has a very sub. 
stantial number of workers who need housing and are not now per- 
mitted to live in these dwellings. I believe that it would be possible 
to increase the return, improve the man: igement, provide better main- 
tenance, and better repair with the funds that would be returned to 
the Government if these units were used. We have had that same 
problem in many other communities. 

Senator Maypank. Well, of course, you probably know that we 
cannot legislate on that in this appropriation bill. Have you taken 
this up with Mr. Foley ? 

Mr. Goopman. Yes, sir. 

Senator MayBpank. What does he say? 

Mr. GoopMan. He says that he is investigating it. 
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I hope the chairman, when the housing legislation is considered this 
year, will consider the possibility of increasing the returns to the 
Government as it relates directly to appropriations and to the possi- 
bility of using these returns for the more adequate maintenance and 
repair and appearance of these projects, some of which have de- 
teriorated much too sharply although they are still very seriously 
needed. 

I thank the chairman for this opportunity. 

Senator Maysank. I appreciate a statement. It will be placed 
in the proper portion of the rec ord. I did not know that you were 
not going to testify on this matter of leave, but we are very glad to 
have had your testimony. 

Mr. Goopman. Our organization, Tam sure, takes the same position 
as these other gentlemen on the leave subject. 

Senator Maynank. Thank you. 

I will insert at this point in the record a letter I have received from 
Mr. Joseph V. Melillo, of Newark, N. J., regarding a proposed housing 
project for his city. 

(The letter referred to follows :) 


NEWARK, N. J., April 17, 1952. 
Re Save Our Homes Council. 
CHAIRMAN, ‘SENATE APPROPRIATIONS COMM'TTEF, 
United States Senate, Washington, D. C. 

Dear Sir: I write to vou on behalf of the above-named association in regard 
to the Independent Offices appropriation bill soon to be considered by your 
committee. 

The Newark Housing Authority is contemplating building a low cost and 
redevelopment housing project for the first ward of the city of Newark. The 
Save Our Homes Couneil consists of approximately 1,000 of the 1,3000 families 
in the area to be razed. They are opposed to the project and strongly urge your 
committee to recommend to the Senate adoption of the House version of the 
bill whereunder sufficient money is to be appropriated for the construction of 
only 5,000 dwelling units throuchont the country. If the Senate agrees with 
the House, this action will prevent the Newark Housing Authority from con- 
structing the project in the said first ward. 

If your committee is planning to hold publie hearings in regard to this item 
of appropriation, I should appreciate your notifying me of the time and place 
so that I may personally appear before your committee to give our reasons for 
this opposition to the project. 

In brief, the peonle are opposed because the project would destroy the 
homogeneous character of the neighborhood which, for the past 50 vears. has 
been the religious and eultural center of Americans of Italian ancestry. Many 
of the homes in _ area to be razed—the majority, I should say, are above 
standard. More than 250 small merchants and businessmen, who have struggled 
all their lives to achieve a measure of financial snecess and independence, would 
he put out of business and their places taken by the large chain stores. We 
have submitted an alternative plan to the local authorities which, if adopted, 
would remedy whatever evils may exist and at the same time preserve the 
neighborhood and save the homes and businesses of these proud people. To de 
stroy these many above-standard homes seems to us to be a terrible waste of the 
taxnaver’s money. It might better be used to alleviate the suffering of those 
unfortunate victims of the flood in the Midwest. 

We shall deeply appreciate your committee giving consideration to these facts 
and your notifying me of a public hearing, if any, so that I may appear in person. 

Yours respectifully, 
J. V. MeELiIrro. 


Senator Mayrank. We will now recess until 10 o’clock tomorrow 
morning. 

(Whereupon, at 3:45 p. m., Wednesday, May 7. 1952, the hearing 
was recessed, to reconvene at 10 a. m., Thursday, May 8, 1952.) 








